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Professional Notes 


Auditors’ Certificates for Jobbers—and for Brokers? 


THE MOVE BY THE BANK OF ENGLAND, REQUIRING JOBBERS IN THE GILT-EDGED 
market to provide annually an auditor’s certificate, in itself indicates no more than 
the quite reasonable desire of the Bank to be assured that its credit is being properly 
used. Jobbers in this market are given special facilities by the Bank for clearing 
transfers in and out of Government stocks through the registers, in effect being 
granted Bank credit in the process. The two small failures which occurred in the 
market earlier this year no doubt impelled the Bank’s action. 
The certificate is to be in the following terms : 


We report that we have examined the books of . . . for the year ended . . . and that in 
our opinion proper books of account have been kept by the firm, so far as appears 
from our examination of these books. We have examined the firm’s balance sheet and 
certify that it is in accordance with those books. We have verified the securities, balances 
with bankers and bank and market loans shown in the said balance sheet, but have not 
otherwise verified the assets or liabilities, nor vouched the transactions. 

We report that on the basis of such balance sheet the tangible assets of the firm ex- 


ceeded its liabilities as at... 


\ 

While the Bank’s request is in the ordinary course of business, the Stock Exchange 
Council itself has for some time been considering the more far-reaching proposal 
that all its members should furnish the Council with certificates of their financial 
position prepared by independent accountants. This is a logical and desirable 
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outcome of the recent creation of a 
fund for compensating members of the 
public against loss through failure 
of Stock Exchange firms. 


The Appointment of Directors 


In a paper read at the recent conference 
of the British Institute of Management 
at Harrogate, Mr. G. S. A. Wheatcroft 
argued that the present practice, 
whereby the boards of directors of most 
large public companies are self-appoint- 
ing and self-remunerating, is undesir- 
able. The suggested remedy was that 
a body of trustees should take over from 
the directors their power to fill casual 
vacancies on the board, to make 
recommendations whenever a director 
is due to be elected, and to make con- 
tracts with any member of the board. 
The trustees might comprise one person 
nominated by the directors themselves, 
two persons nominated by the share- 
holders or debenture-holders and two 
nominated by employees. The trustees 
might be used, it was added, as a con- 
sultative committee on questions of 
major importance, such as capital 
reconstructions, which have ultimately 
to be referred to the shareholders. 

The conventional reply to such sug- 
gestions is easy. A board of directors is 
primarily an executive body rather 
than a representative body. The dis- 
tinction is important in many spheres. 
It would, for example, be quite possible 
to construct a Cabinet, representative 
of all Parliamentary parties, which 
would look extremely democratic but 
which would never agree on anything. 
A board of directors, like a Cabinet, is 
a team, with collective responsibility. 
It is easy to foresee what would happen 
if the trustees compelled an unwilling 
board to accept an uncongenial col- 
league. It is also probable that the 
trustees would themselves often disagree 
and that they would have less know- 
ledge than the directors of the real needs 
of the company. As Mr. Wheatcroft 
admits, his proposals would encourage 
some hesitation and feeling of uncer- 
tainty on the part of the directors. The 
present system has, on the whole, 
worked well. Most directors are honest, 
and most successful companies owe 
their success to their boards. The share- 
holders are given information about the 
directors’ remuneration and have ample 
powers to rid themselves of incom- 
petent or rapacious directors. 
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It is significant, however, that so 
much thought is being given to the 
position of directors and their responsi- 
bilities to shareholders, employees and 
the public. It is plainly desirable that 
every board should take great care in 
filling vacancies and in fixing remunera- 
tion, so that there are no grounds for 
charges of nepotism. It would be good 
if more companies experimented with 
new methods of filling vacancies, took 
special care to promote employees to 
the board and sometimes appointed 
part-time directors, with wide business 
experience and independence of view- 
point. Revolutionary action appears to 
us to be undesirable, but experimental 
reform is another matter. 


Inquiries into Taxation 


The terms of reference of the Royal 
Commission on Taxation and the names 
of the thirteen members who will sit 
under the chairmanship of Lord Justice 
Cohen have been announced. The 
terms of reference are : 

To inquire into the present system of 
taxation of profits and income, including 
its incidence and effects, with particular 
reference to taxation of salaries and wages. 

To consider whether for the purposes of 
the national economy the present system 
is the best way of raising the required 
revenue from the taxation of profits and 
income, due regard being paid to the 
points of view of the taxpayer and of the 
Exchequer. 

To consider the present system of 
personal allowances, reliefs and rates of 
tax as a means of distributing the tax 
burden fairly among individual members 
of the community, and to make recom- 
mendations consistent with maintaining 
the same total yield of the existing duties 
in relation to the national income. 

In a Professional Note in our issue of 
September, 1950 (page 304), we com- 
mented upon the restricted scope of 
the Commission’s inquiry. 

Mr. Millard Tucker, k.c., the chair- 
man of the two Tucker Committees on 
. Taxation, and Mr. W. S. Carrington, 
F.c.A., who is a member of the Com- 
mittees, have been appointed to the 
Royal Commission. 

The Commission is expected to hold 
its first meeting in private early in 1951 
and will then discuss the procedure to 
be followed. Public sittings will prob- 
ably not begin for some months, while 
written evidence is being collected. 

It is now expected that the report of 
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the first Tucker Committee, which 
inquired into the computation of 
business profits for tax purposes, will be 
available early in February. The 
second Tucker Committee, on the 


income tax treatment of superannua- 
tion and pension schemes and contribu- 
tions, has not yet begun its work. 


Measurement of Productivity 
The Anglo-American Council on Pro- 
ductivity has recently issued Productivity 
Measurements in British Industry. This is a 
symposium of six papers, all of them 
commendably brief and clear. The 
booklet helps to bring discussions on 
productivity further into the practical 
field, where they can be of real and 
immediate use to industrialists. 

In our Professional Notes last month 
we referred to the report of the 
Management Accounting team which 
recently visited America under the 
auspices of the Council (page 421) and 
to the joint report on the Measurement 
of Productivity of the Institute of 
Production Engineers and the Institute 
of Cost and Works Accountants (page 
422). The first of these reports empha- 
sised the effectiveness of American 
management and the way in which 
accounting services contribute to this 
result. The second report dealt, among 
other things, with the relationship 
between costing and efficiency. Produc- 
tivity Measurements in British Industry says 
much less about accountancy than 
these two earlier reports sail, but it 
makes it evident that much of the work 
of measuring productivity will be 
done by the accountant. Many of the 
statistics which will be used will form 
part. of the information normally 
flowing through the accounting 
organisation. 

All of the papers in this latest booklet 
show how relatively simple it is to set 
up an effective measurement of pro- 
ductivity. Obviously, there is some 
fairly hard thinking to be done at the 
start before standards can be set. But 
once these have been established, the 
preparation of current figures for com- 
parison with the standards should not 
be a difficult task. The general prin- 
ciples of productivity measurement are 
brought out, but at the same time it is 
shown that, according to the nature of 
the individual concern, variations of 
detail must be made in their practical 
application. Productivity measure- 


ments, as some of the writers stress, 
must not be designed solely for: the 
information of management; they 
need to be produced in a form and at a 
speed which enables them to be 
understood and used by the foreman on 
the floor of the shop. So, too, the 
booklet serves to show how “ personal ” 
to a business or even to a department 
of a business the measurements need to 
be if they are to prove valuable. 


Incorporated Accountants’ Con- 
ference—Dublin, 1951 


As announced in the October issue of 
AccounTAncy, the Society is holding a 
conference in Dublin from Wednesday 
morning, June 13, to Saturday morn- 
ing, June 16, 1951. The following 


programme has been arranged : 

Wednesday, Fune 13 
Reception by the President of the Society 

at the Mansion House. 

Official opening of the conference at the 
Mansion House by the Lord Mayor of 
Dublin. 

Presidential address. 

Luncheon at the invitation of the Irish 
Branch at the Gresham Hotel. 

Reception by the Minister for External 
Affairs at Iveagh House. 

Special performance at the Gate Theatre. 
Thursday, Fune 14° 

Paper by Mr. W. L. White, F.s.a.a., on 
“Government Policy in Relation to the 
Economic Development in the Republic 
of Ireland.” 

Paper by Mr. Bertram Nelson, F.s.A.A., 
on “ Profit and Loss.” 

Fashion show for ladies at Brown 
Thomas & Co., Grafton Street. 

Luncheon at the invitation of the Belfast 
District Society at the Gresham Hotel. 

Golf competition, or visit to Phoenix 
Park and the Zoological Gardens, or visit to 
Guinness’s Brewery. 

Banquet at the Gresham Hotel to com- 
memorate the Golden Jubilee of the Irish 
Branch. 

Friday, June 15 
Paper by Mr. J. Drennan Radcliffe, 

F.S.A.A., on “‘ The Presentation of Directors’ 

Reports and Statements of Accounts.” 
Golf competition, or tour of city, or visit 

to Powerscourt. 

Supper, dance and cabaret at the 
Metropole. 

Saturday, Fune 16 (optional programme for 
members wishing to prolong their stay in 
Dublin) 

Visit to Glendalough, or tour of Trinity 
College, Dublin. 

Acricket match and a golf competi- 
tion will be arranged, and in addition 
the necessary transport facilities will 


be available to enable members to 
visit the races or take part in other 
sporting activities. 

It is a happy coincidence that 1951 
marks the fiftieth anniversary of the 
formation of the Irish Branch, and that 
members from all parts of the country 
will be present .at its celebration. 

It is hoped that members from over- 
seas visiting the United Kingdom for 
the Festival of Britain will take this 
opportunity of attending the con- 
ference. An invitation has been sent to 
each member of the Society together 
with an application form. 


Dividend Limitation 
In statements issued last month, both 


the Federation of British Industries and. 


the Association of British Chambers of 
Commerce say that the amount of a 
company’s earnings to be distributed in 
dividends is not to be determined by 
general rules, but is for the directors of 
the company to decide. (Both state- 
ments overlook that the directors merely 
recommend to the shareholders the divi- 
dend to be declared.) The Association 
goes further than the Federation in 
supporting a general policy of limited 
dividends, declaring that the impulse 
towards inflation produced by re- 
armament reinforces the Government’s 
request that personal incomes should be 
restricted. The Federation points to 
the stability in total dividends over the 
last three years and their relative un- 
importance compared with salaries and 
wages, the other main element in 
personal incomes. Dividends were 
about £710 million in 1949 and salaries 
and wages about £6,530 million. The 
Federation objects strongly in principle 
to rigid limitation, whether voluntary 
or enforced by statute—if this enforce- 
ment were possible—on the grounds 
that it penalises companies that have 
shown most restraint in the past and 
discourages enterprise. 


Incorporated Accountants’ Research 
Committee—Prize Scheme 


The Incorporated Accountants’ Re- 
search Committee has announced the 
results of its prize scheme for original 
theses in accounting or cognate subjects. 
We have pleasure in congratulating the 
two prize-winning members of the 
Society of Incorporated Accountants, 
Mr. W. E. Spruce and Mr. W. Cowley. 


Mr. Spruce submitted a thesis on “ The 
Integration of Standard and Current 
Cost for Profit Measurement.” The 
title of Mr. Cowley’s thesis was “A 
Study of Government Accounting Re- 
form.” Each _prize-winner was 
awarded the sum of fifty guineas. The 
first prize was on this occasion not 
awarded, but Mr. Spruce’s and Mr. 
Cowley’s theses being deemed by the 
adjudicators to be of equal merit, two 
second prizes instead of one were given. 
Both theses were adjudged valuable and 
original contributions to the study of 
accounting. 

Both Mr. Spruce and Mr. Cowley are 
Senior Accountants in Government 
service—Mr. Spruce in the Ministry of 
Food and Mr. Cowley in the Ministry of 
Works. 

We are also pleased to congratulate 
another member of the Society, Mr. 
A. J. L. Lewis, who was honourably 
commended for his thesis entitled 
** Some Factors affecting the Economies 
and Efficieacy of European Agriculture 
in Southern Rhodesia, with special refer- 
ence to the application of Costs to Farm 
Accounts.” Mr. Lewis is a partner in 
the firm Holmes, Cox, Lewis and Co., of 
Bulawayo, Southern Rhodesia. 


Exhibition of Accounting Records 


A unique exhibition of early account- 
ing records was held at the Public 
Record Office on December 14, 1950. 

The exhibition was a private one, 
kindly arranged by Sir Hilary 
Jenkinson, the Deputy Keeper of the 
Public Records and Keeper of the Land 
Revenue Records. Sir Hilary’s address 
on “‘ Early Accounting Records ”’ to the 
Incorporated Accountants’ London and 
District Society last April was re- 
produced in Accountancy for May, 
1950 (pages 157-160). Those who 
attended the exhibition, by kind per- 
mission of Sir Hilary, were members of 
the Incorporated Accountants’ Re- 
search Committee or were associated 
with the committee. 

The exhibits illustrated the develop- 
ment of accounting methods from 
medieval times to the last century. 
They included the most primitive 
receipts, given both by the Exchequer 
and by private persons, of the 12th and 
13th centuries, with their later develop- 
ments ; receipt rolls and books of the 


-1gth to 16th centuries ; a journal of 


1306, balanced weekly; pipe rolls and 


a Chancellor’s roll of the 12th to 17th 
centyries; various books of the Royal 
Household accounts and manorial and 
private household accounts of the 13th 
to 16th centuries; merchants’ accounts 
of the 12th to 15th centuries; joint 
stock company accounts of the 17th 
century; and accounts of private firms 
of the 17th to 19th centuries. 

Most of the space was given to the 
medieval exhibits. An extract from the 
introductory notes to the catalogue of 
the exhibition shows what fascination 
these early records can hold for the 
accountant: 


The person for whose benefit medieval 
accounting is done—King, great lord, 
head of a household, owner of a manor— 
does not normally (ecclesiastics may be 
an exception) write or read: the records 
made are not for his perusal. Nor are they 
made to show his financial position: they 
merely record transactions between his 
receiver or chief accountant and sub- 
ordinates. As a result the element of the 
balance sheet is lacking: central records 
include (save occasionally and experi- 
mentally) nothing in the way of estimate 
or budget; and mutatis mutandis the same 
holds good in local and private archives. 
Cash or stock balances are struck by sub- 
accountants because they have to show a 
debet or claim a quietus or surplus: but 
that is as far as balancing goes. For the 
same reasons completeness or compre- 
hensiveness are not ends in themselves for 
the medieval accountant: if the owner 
e.g. intercepts cash on its way to the 
treasure chest it will not figure in the 
treasurer’s list of receipts. The treasure 
chest plays a very important part in 
medieval finance: if anyone, from the 
King downwards, wishes to know his 
position in the matter of ready money he 
must, in effect, send someone to count its 
contents. This does not mean that the 
medieval never expends anything except 
cash in hand: anticipating revenue is a 
device quite early understood by all 
ranks; and may profoundly affect the 
This highly successful exhibition 

would itself be a great attraction for 
members of the accountancy profession 
if it could be repeated and thrown open 
to them generally. We understand, 
however, that it is possible that at a 
later date the Public Record Office will 
be able to go farther than this, by 
holding a public exhibition, on the 
lines of the private one but on a larger 
scale. It would be apposite indeed if 
an exhibition of this kind could be 
arranged when the International Con- 
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gress on Accounting is held in London 
in the summer of 1952. 


Extension of Long Leases 


The Leasehold Property (Temporary 
Provisions) Bill is a makeshift measure 
to fill the gap before the passage of 
more comprehensive legislation govern- 
ing the relationship of landlord and 
tenant. The second part of the Bill 
gives tenants of shops certain rights to 
an extension of their tenancies and will 
not be considered further here. The 
effects of the first part may be sum- 
marised. Firstly, tenancies granted for 
more than 21 years which expire at 
any time within two years from the date 
that the Act comes into force will be 
extended until the expiration of that 
two years, provided that the tenant or 
a member of his family was living upon 
the premises at the date when the 
tenancy would normally have expired. 
Secondly, tenancies for more than 21 
years which expire before the Act comes 
into force will be extended for two 
years thereafter, provided that the 
tenant or a member of his family 
continues to live upon the premises 
from the date of expiry of the tenancy 
until the Act comes into force. Thirdly, 
the extended tenancy in either case is 
to be on the same terms as the original 
tenancy, except that the landlord 
cannot enforce, during its currency, 
any covenants other than covenants to 
pay rent and keep the _ property 
insured. Fourthly, if a tenant wishes he 
may give notice to terminate the 
tenancy before the end of the two 
years. Fifthly, certain rights are given 
to sub-tenants who live upon the 
premises. 

The Bill makes no mention of 
business premises, but, indirectly, some 
tenants of such premises may be 
affected. If they occupy under a long 
lease both business premises and a flat 
above, they will be entitled to an 
extension of the whole lease. If they 
occupy business premises as sub-tenants 
of a tenant who is entitled to an 
extension, they do not get any additional 
protection against this tenant, but in 
practice they might well expect to be 
granted an extension until the two 
years are up, for the tenant would 
probably find it difficult to re-let the 
business premises for such a short 


period. 
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Company versus Shareholders 
We noted last month (page 435) that 
27 companies, with issued capi 
amounting to £37 million, had trans- 
ferred their seat of management abroad. 
One of the largest of the companies 
which would save in tax by a transfer, 
Roan Antelope Copper Mines, has decided 
to retain control in London. The 
chairman has given as one reason for 
the decision that if the transfer were to 
be advantageous to the shareholders the 
saving of tax would have to be passed 
to them through higher dividends ; 
this, he said, would “ partially nullify 
the purpose of the transfer.”’ It does not 
appear that the chairman had in mind 
merely that an increase in dividends 
would be counter to the Government’s 
policy of dividend limitation. It seems, 
rather, that he considered there was a 
separation of interest between the 
company and its shareholders. But 
there can surely be no such separation 
of interest. A company’s interest is 
precisely the interest of its shareholders, 
just that and no more. The contrary 
doctrine is a dangerous kind of cor- 
porativism. There were other reasons 
why Roan Antelope decided not to 
transfer its seat of management to 
Northern Rhodesia, and these reasons 
were no doubt weighty. The one we 
have quoted seems quite insubstantial. 


SHORTER NOTES 


Investigation of Companies 

The President of the Board of Trade was 
asked in the House of Commons whether 
in appointing inspectors to investigate the 
affairs of a company, he would in future 
state the specific matters which they were 
to investigate, thus avoiding erroneous 
impressions. The reply was that the sug- 
gestion would be borne in mind. 


Sur-Tax Assessments and Collections 
The Chancellor of the Exchequer has 
stated, in reply to a question in the House 
of Commons, that decentralisation of 
sur-tax cannot be undertaken without a 
detailed inquiry. This the Inland Revenue 
intend to make when circumstances allow, 
but the Chancellor did not think the issue 
was of high priority. He was not satisfied 
that the deduction of sur-tax from salaries, 
as with P.A.Y.E. deductions for income 
tax, was either necessary or desirable, but 
would not prejudge this question, which 
would be within the terms of reference 
of the Cohen Commission. 


War Damage Claims—Time Limit 
On certain properties which were “ total 


losses” the War Damage Commission 
assessed “value payments” at a figure 
reduced by the extra market value obtain - 
able by the owner of the blitzed site for a 
purpose other than replacement of the 
destroyed building. However, the Town 
and Country Planning Act, 1947, removed 
development values from private ownership, 
so that owners whose value payments were 
reduced in this way can claim a compensat- 
ing payment under the Act. Any such pay- 
ment is in cash and includes interest. It is 
announced that all claims must be lodged 
with the Central Land Board before 
February 1, 1951. 
** Paperkeepers ”’ 
A description which, though graphic and 
no doubt apt, carries some disparagement 
hardly to be expected in an official document, 
is applied by the Central Office of Informa- 
tion to a large section of its staff. In the 
office’s report for 1949-50, recently pub- 
lished, it is stated that on April 1 last 
43-7 per cent. of the staff consisted of 
“* paperkeepers,”” messengers, etc. 
Supply and Demand 
A comment in the Ministry of Labour 
Gazette for October last, which was set 
against a note that there were 217 vacancies 
for accountants and 929 registrants (of 
whom 170 were unemployed), needs to be 
pondered. It reads: ‘“‘ Many vacancies 
are overseas ; those in industry and com- 
merce at home are for young men. Vacan- 
cies in the profession are not popular with 
qualified men, who are mainly in upper 
age ranges. Many cost and works account- 
ants are immobile or without experience 
in particular industries.” 
British Electricity Authority—Initial 
_ Allowances 
The British Electricity Authority have 
decided not to set up a taxation reserve 
to spread the benefit of initial allowances 
over the lives of the assets. Prospective 
capital expenditure is likely to be so large 
that there will probably be no liability 
to taxation~—apart from some profits tax in 
1950-51—so long as the present rates of 
initial allowances are maintained. The 
authority aim, however, at accumulating 
large reserve funds, one of the purposes 
of which will be to meet any possible 
liability that may ultimately arise. 
‘* Expensing the Excess ”’ 
In his evidence before the House of Repre- 
sentatives Committee examining the 
proposed excess profits tax in U.S.A. 
(upon which we report on page 20), Mr. 
Leon Henderson, the chief of the former 
Office of Price Administration, succinctly 
expressed the salient defect of the similar 
war-time tax. “ No statistician,” he said, 
** will ever figure out how many corpora- 
_ tions escaped E.P.T. by the simple device of 
expensing the excess.” 


ee oe. ee ee. ee ee) a, a ee oe 


= 


ACCOUNTANCY 


FORMERLY THE INCORPORATED ACCOUNTANTS’ JOURNAL ESTABLISHED 1889 


The Annual Subscription to AccoUNTANCY is 175. 6d., which includes postage to 

all parts of the world. The price of a single copy is 1s. 6d., postage extra. All 

communications to be addressed to the Editor, Incorporated Accountants’ Hall, 
Temple Place, Victoria Embankment, London, W.C.2. 


Inoade the Evaders ! 


Tue INLAND REVENUE SEEM TO HAVE 
decided that tax evasion is more serious 
than they previously believed—a view 
which has been urged upon them for 
some time past, particularly by the 
Inland Revenue Staff Federation. It is 
now stated by the Board that a report 
recently completed by its Departmental 
Committee confirms, so far as it goes, 
that evasion is serious and widespread. 


“‘ The analysis showed that losses of 
revenue had arisen, partly from 
failure to assess, partly from assess- 
ment at too low a figure. Losses 
covered a wide range of traders and 
included tax due from many small 
traders as well as from a number of 
larger trading concerns and manu- 
facturers, but there was no evidence 
that any particular trade was worse 
than others. Although some 400,000 
more traders were now assessed than 
before the war, the Committee 
thought that the numbers might be 
increased by a further 5 per cent. by 
systematic search for new cases. 
They considered that a full campaign 
against evasion would substantially 
increase the yield of revenue.” 


There is no need to emphasise the 
advantages to the general body of tax- 
payers which would follow if a further 
20,000 traders were brought into the 
tax net and if a comparably large 
number paid their due share of tax 
instead of something much less. This 
surely is an issue upon which a major 
part of the Inland Revenue’s energies 
should be engaged. Yet though they 
have increased their efforts to prevent 
evasion—during the very recent past— 
the facts so far disclosed do not suggest 
that the attack on the evaders has had 
much success. In the spring of 1949 
—why not several years earlier ?—the 
Departmental Committee made a start, 


in the words of Sir Eric Bamford, the 
chairman of the Board : 


“with finding out new lines which 
would enable us to get hold of cases of 
undisclosed liabilities — the ‘ spivs ’ 
and the barrow-boys, and the small 
businesses that just had not got into 
our net . . . the more difficult part 
of the inquiry is how to get at cases 
where the returns and accounts show 
an understatement of profits—the 
people who put their hands in the 
till and do not bother to chalk it up. 
That is a much more difficult 
problem. We have some good lines 
which will enable us to move pretty 
fast in getting hold of hitherto 
undisclosed liabilities.” 

Meanwhile, however, in the financial 
year 1949/50 there were only 1,886 
cases of recovery of tax from evaders, 
the sum brought in being £5.05 million. 
In 1938/39, when the total yield of 
tax was only 25 per cent. of the yield of 
1949/50, there were 2,774 of these cases, 
producing a total amount recovered of 
£3-13 million. It seems that, until 
March, 1950, at least, the Board’s 
efforts had been proportionately less 
successful than they were even before 
the war, though there can be no doubt 
that the extent of evasion has increased 
greatly in recent years. 

Some new methods of detection are 
being used by Tax Inspectors, including 
requests to local authorities for lists of 
traders registered or licensed by them. 
But these methods could, it seems to us, 
be intensified. A memorandum of the 
Inland Revenue Staff Federation has 
suggested that motor licensing authori- 
ties should provide Inspectors with 
information about new registrations 
and changes in the ownership of cars. 
It has also been proposed in Parliament 
that Government Departments should 
supply information about Government 


contracts, as recommended by the 
Royal Commission on Income Tax in 
1919-20. In truth, what is needed here 
is not so much the traditional tech- 
niques of the Tax Inspectorate but new 
methods of detection proper—methods 
which are more akin to Scotland Yard 
than to Somerset House. It is, indeed, 
high time that tax evasion was recog- 
nised as a really serious offence and a 
full-scale war begun against it. The 
Departmental Committee “‘ considered 
that publicity for the back duty cam- 
paign would be invaluable and that 
successful prosecutions were the best 
form of publicity.” For our part, 
however, we have noticed no publicity 
for the campaign nor any increase in 
the number of prosecutions. 

It is true that where taxable earnings 
are under-declared, a skilled accounting 
approach on the part of the Inspectors 
is necessary. It is also true that the 
inspectorates are under-staffed. They 
could be given much relief, neverthe- 
less, if the vexatious tendency to quibble 
over small points in assessments, where 
there is no suspicion of actual evasion, 
could be brought to an end, as it should 
in any event be brought to an end. We 
have in mind a number of petty 
arguments, to which much attention is 
nowadays devoted by Inspectors, who 
are apparently acting under instruc- 
tions. These quibbles have been noted 
and criticised in our columns during 
recent months. They include, for 
example, the insistence on vouchers for 
entertainment expenses (ACCOUNTANCY, 
November, 1950, pages 382 and 407) 
and the absurd’ ruling about farmers’ 
own consumption (November, 1950, 
page 407, and December, 1950, page 
437). The accounting profession is a 
main bulwark of the Inland Revenue 
against the evaders—the 20 per cent. of 
back duty cases settled in 1949/50 by 
voluntary disclosure were, we would 
suggest, mainly the result of practising 
accountants’ advice and action—and 
an auditor’s imprimatur to an item 
of cost should be given the respect 
which his professional standards 
demand. If this were done and if, more 
generally, the tendency to engage in 
disputation for disputation’s sake were 
arrested, much time and energy wasted 
on inquiries in perfectly legitimate tax 
cases could be used to carry further the 
attack on the large “ underground ” 
force of those who take evading action. 


-3 


sion 
ure ee 
‘in - 
the LL EL a ee Ee a a Le a ee eT 
wn 
ved 
1ip, 
rere 
sat- . 
ay- 
t is , 
= ee 
fore 
nd Po 
ent 
ent, 
na - 

the 
ub- 
last 

of 
pour 

set 
cies 

(of 

be 
cies 
ym- 
an - 
yith 
per 
int- 
nce 
tial 
ave 
rve 
ices 
tive 
rge 
lity 
: in 

of 
The 
ing 
)SES 
ble 
re - 
the 
A. 
Mr. 
ner 
tly 
lar 
id, 
ra- 
» of 
B |_| 


When is a Balance Sheet Not a Balance Sheet ? 


By BRIAN R. POLLOTT, s.a., A.c.A., A.S.A.A. 


THE STUDENT OF ACCOUNTANCY HAS MUCH LAW TO ABSORB 
during the years preceding his final examination. The task 
is one to appal the fainthearted. Pity the poor clerk, 
therefore, who notices that practice appears to conflict with 
the law ! 

If the student pays but cursory attention to his lectures 
on Company Law or Auditing, he is likely to discover that 
it is regarded as a solecism of the most reprehensible nature 
that a company should publish its balance sheet without 
having attached thereto a copy of the auditor’s report. If he 
pursues his studies farther, he will find that there is a 
statutory prohibition. Yet if, in compliance with the 
exhortations of his tutors, he studies the financial pages of 
his daily newspaper, he will frequently find published there 
statements of figures having to his inexperienced eyes all 
the outward and visible signs of balance sheets, but with no 
auditors’ reports and no reference to any such documents. 

It may be useful to explore this curious state of affairs a 
little farther; and if our exploration does not lead ‘us to the 
solution of the puzzle, it may at least bring forth enlighten- 
ment from others more learned in the law. 


The Statutory Prohibition 


The statutory prohibition referred to may be traced back 
at least as far as the Companies (Consolidation) Act, 1908, 
which provides in Section 113 (4) as follows : 


(4) Ifany copy of a balance sheet which has not been signed 
as required by this section is issued, circulated or published, or 
if any copy of a balance sheet is issued, circulated or published 
without either having a copy of the auditors’ report attached 
thereto or containing such reference to that report as is required 
by this section, the company, and every director, manager, 
secretary or other officer of the company who is knowingly 
a party to the default, shall on conviction be liable to a fine not 
exceeding fifty pounds. 


The 1929 Act repeated this prohibition unchanged save 
that the alternative “ or containing such reference to that 
report as is required by this section” disappeared for 
reasons explained below. 

The 1948 Act gives this prohibition in two parts. Section 
155 deals with the signing of balance sheets by directors 
and provides : 

(3) If any copy of a balance sheet which has not been signed 
as required by this section is issued, circulated or published, the 
company and every officer of the company who is in default 
shall be liable to a fine not exceeding fifty pounds. 


Section 156 deals with the attaching of the auditors’ 
report to the balance sheet and provides as follows : 


(3) If any copy of a balance sheet is issued, circulated or 
published without having annexed thereto a copy of the profit 
and loss account or any group accounts required by this section 


to be so annexed, or without having attached thereto a copy of 
the auditors’ report, the company and every officer of the 
company who is in default shall be liable to a fine not exceeding 
fifty pounds. : 


Two preliminary points may be disposed of before we 
come to consider the main prohibition. 
It will be noticed that the 1908 Act mentions a 
“‘ reference”’ to the auditors’ report. It was provided in 
Section 113 (3) of that Act: ; 
... the auditors’ report shall be attached to the balance sheet, or 
there shall be inserted at the foot of the balance sheet a reference 
to the report, and the report shall be read before the company in 
general meeting, and shall be open to inspection by any share- 
holder. 


The alternative of merely putting on the balance sheet 
a reference to the auditors’ report clearly left an opportunity 
for abuse. The full report would be available to the share- 
holders at the company’s offices, and would be read out at a 
general meeting, but would be withheld from any person 
not a shareholder, and from any shareholder not at the 
meeting and not able to visit the company’s offices. It is 
not surprising that the 1929 Act abolished the alternative ; 
since 1929 the full auditors’ report must be attached to the 
balance sheet, without reference to any independent 
document. 

Secondly it will be noticed that it is prohibited to publish 
a copy of a balance sheet which has not been signed by 
directors in the manner required by the Act. Here it is 
only the original balance sheet being copied, and not the 
copy being published, that must be signed by directors. 
The Act does not require the copies to bear the names of 
the directors who signed the original. The position is 
different in the case of the auditors’ report. It is the copy 
being circulated that must have attached to it a copy of the 
auditors’ report. 


The Purpose of the Prohibition 
What, now, is the purpose of the main prohibition, and 
indeed of the auditors’ report itself? There are two con- 
siderations here, one as regards members of the company, 
and the other as regards third parties. 

Annual accounts are presented by directors to share- 
holders as an account by the former of their stewardship 
during the year and as a statement of the financial position 
of the company at the end of the year. There is no need here 
to enumerate the reasons that might lead unscrupulous 
directors to manipulate accounts to their own ends so that 
they no longer give a true and fair view of profits and state 
of affairs. Shareholders themselves would have little or no 
means of detecting such manipulations. Accordingly, an 
independent, impartial, and expert investigator is given 
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power to delve into the affairs of the company, and share- 
holders are to be provided with a copy of his report attached 
to any copy of the balance sheet. They will then be able 
to consider at one and the same time both the directors’ 
assertions in the form of accounts the directors have caused 
to be prepared, and an independent criticism of those 
assertions in the form of the auditors’ report. 


A company or its directors will often send a copy of the ~ 


accounts to third parties such as bankers or suppliers for 
quite legitimate motives. Here ayain it is clear that an 
unscrupulous company might manipulate accounts for the 
better attainment of the immediate purpose, but so as to 
mislead the third party in question. The latter would have 
even less opportunity than a shareholder to detect any such 
manipulations. The intention of the Act is, however, to 
protect him by ensuring that if he is supplied with a 
statement of accounts, he is also supplied with a criticism 
of those accounts by an independent expert in the shape of 
the auditors’ report made to the members. 

The auditor, of course, reports to the members and not 
to any third party, and any liability incurred by the auditor 
to a third party is in tort and not in contract. But it is a 
protection to the third party to be able to see whether the 
auditor has reported to the members that the accounts 
in question show a true and fair view. 


What Happens in Practice 


Let us now see what happens in practice. The writer has 
cut out of the financial pages of a well-known London daily 
newspaper during the first ten months of 1950 twenty-five 
statements of figures analysed below. Statements given in 
prospectuses, advertisements of Stock Exchange particulars, 
and reports of company meetings have been ignored. All 
the examples were published as displayed advertisements 
in which the statement of figures was the sole or main 
content. 


The cuttings may be classified as follows : 


1. Eight cases (comprising five joint stock banks and 
three discount houses) published what purported to be 
statements of the assets and liabilities of a company as at a 
stated date, drawn up in the customary form, with a total 
for assets and an equal total for liabilities and capital. In 
none of these eight cases was there any mention of the 
auditors or their report, nor was there any profit and loss 
account or group accounts. In one of these cases (which 
happened to be one of the “ big five ” banks) the following 
explanation has been given to the writer by the secretary 
of the company: “ We are advised, however, that the 
statement as advertised by us is not a copy of the balance 
sheet of the bank and therefore Section 156 (3) does not 
apply.” In another case (which happens to be another of 
the “ big five ” banks) a comparison has been made of the 


-newspaper advertisement with the balance sheet of the 


company as supplied to shareholders, with the following 
results : 

(a) Assets: the ten items extended into the total column 
on the shareholder’s balance sheet are stated and 
extended in the same amounts in the advertisement, 
but the detail shown short in the shareholder’s 
balance sheet is omitted from the advertisement ; 


(6) Liabilities and Capital : authorised capital is omitted 
* from the advertisement, paid up capital is shown in 
one total without distinction of classes, and current 
deposit and other accounts in the advertisement have 
absorbed the profit and loss account balance, pro- 
posed dividend, and debts to subsidiaries. 

Two questions immediately arise : 

(i) Do adjustments of this nature render a balance 
sheet no longer a balance sheet so that Section 156(3) 
no longer applies? If not, why is not the Act en- 
forced ? 

(ii) If they do, what is the extent of the protection 
afforded to third parties by Section 156 (3) ? 

2. Three cases (all industrial) published .consolidated 
balance sheets, apparently in full, with notes ; only one 
added a consolidated profit and loss account ; not one 
added the auditors’ report or the accounts of the parent 
company. It may be noted that whereas by Section 156 (3) 
the accounts of the parent company may not be published 
without both group accounts and the auditors’ report, there 
seems to be no prohibition on the publication of group 
accounts without either the accounts of the parent or the 
auditors’ report. _ 

3. Four companies published the auditors’ report in the 
newspaper advertisement. Details of the information given 
are ; 

(i) A joint stock bank published the balance sheet 
apparently in full, with notes and comparative 
figures, and auditors’ report, but no profits and loss 
account or group accounts, although the balance 
sheet included interests in subsidiaries ; 

(ii) Another joint stock bank did the same but included 
the parent’s profit and loss account ; 

(iii) Two engineering companies published aconsolidated 
balance sheet, apparently in full, with notes and 
comparative figures, and consolidated profit and 
loss account and auditors’ report, but omitted the 
accounts of the parent company, although the 
auditors’ report was a report thereon as well as on 
the group accounts; one of these two also published 
the directors’ report. 


4. As a matter of interest, one statutory corporation 
published its full balance sheet, net revenue account, and 
auditors* report as required by its own Act of Parliament. 


5. One manufacturing company published a consolidated 
profit and loss account and another a summary of its 
consolidated balance sheet, but in each case the information 
was given with other details and the whole was stated to be 
an extract from the directors’ report and accounts. This 
form of wording at least gives the reader notice that there 
are other or more complete documents to which reference 
should be made before any action is taken. 

6. Finally the crop included seven overseas companies. 
It appears doubtful whether the prohibition in Section 
156 (3) applies here. It will be noted that Section 410 (1) 

uires an overseas company having a place of business 
in Great Britain (other than a Northern Ireland private 
company that would be an exempt private company in 
Great Britain) to file with the Registrar of Companies 
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accounts in the full form as required of a British company 
by the 1948 Act, but says nothing about any restriction on 
the publication of accounts in other forms. It is thought that 
only companies registered in Great Britain are referred to 
in parts of the Act other than Part X. It may, however, 
be interesting to see in what form the seven overseas 
companies published their figures in the newspaper : 

(i) four companies, all United States banks, published 
figures exactly similar in form to those of the eight 
United Kingdom banks and discount houses 
mentioned in (1) above, i.e. a “‘condensed statement 
of condition ” as at a stated date, being a statement 
of assets and liabilities as at that date with no 
profit and loss account, auditors’ report or other 
documents. 

(ii) another overseas banking company and two indus- 
trial companies, all three incorporated in the British 
Commonwealth, published in full the directors’ 
report, balance sheet, auditors’ report, profit and 
loss account, and group accounts or the statement 
required in lieu thereof. 


Conclusions 


These researches appear to lead to two disturbing 
conclusions : 

(a) Ifthe balance sheet of a company as reported on by 
the company’s auditors is altered, even only in 
arrangement, for example, by grouping together 
two or three items previously shown separately, it 
ceases to be a “ balance sheet of the company ” and 
may with impunity be published without any 
auditors’ report or other documents required by the 
Companies Act to be annexed or attached to a 
balance sheet. 

(5) In any case a consolidated balance sheet may be 
published by itself without an auditors’ report. 

Now we have not the slightest intention of suggesting 
that any of the companies whose displayed advertisements 
we have been examining had anything to hide in not 
reproducing their auditors’ reports. They are all companies 
of the highest repute ; their auditors’ reports are doubtless 
perfectly clean, and their motives in publishing their 
advertisements were no doubt of the highest. But what 
protection has the investor or creditor against companies 
less scrupulous than these ? 

Let us suppose that a thoroughly shaky company with a 
thoroughly unscrupulous board of directors wishes to 
publish in the national press an imposing balance sheet for 
the purpose either of inducing suppliers or financiers to 
grant credit to the company, or of raising the market 
quotation of the company’s shares so that the directors can 
advantageously unload their holdings, or both. The 
directors present to the auditors a balance sheet window 
dressed to the point of absurdity. The auditors fail to 
persuade the directors to alter the balance sheet; so the 
auditors make a report to the members on the balance sheet 
with a list as long as one’s arm of devastating qualifications 
and criticisms. This report will in due course receive 
publicity in the editorial columns of the financial press. 
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But this editorial comment may not come to the notice of 
intending suppliers, lenders, and investors, and in any case 
the company can, before circulating its audited accounts 
and auditors’ report, publish its misleading advertisement 
of a window dressed balance sheet without any auditors’ 
report, and so attain its nefarious ends. 
It appears from the examples examined above that this 
can lawfully be done in either of two quite simple ways : 
(i) by altering the balance sheet in some quite trivial 
respect—even by making it more misleading—so 
thatitceases to be a “‘ balance sheet of the company” ; 
or =avEe 
(ii) by arranging for there to be a wholly-owned 
subsidiary whose own balance sheet would be con- 
fined to issued capital and cash on deposit with 
parent; and by publishing in the press the con- 
solidated balance sheet and not the parent’s own 
balance sheet. 


A supplier, lender, or purchaser of shares, acting on such 
an advertisement to his detriment, might or might not have 
his remedy at common law. We are here concerned, 
however, to see what is the efficacy of the protection pur- 
ported to be given him by Section 156 (3), and we are led 
to the conclusion that he has no effective protection. 

Yet on the other hand it has been seen that Section 
156 (3) has remained unchanged in substance for forty 
years, and we have noticed no outcry against abuse; 


perhaps, therefore, the conclusions we have reached are . 


quite erroneous; if so, we pray for enlightenment. 

In the meantime the poor, puzzled student, to whom we 
referred at the outset, is left to solve for himself the con- 
undrum : “ When is a balance sheet not a balance sheet ?” 


FIRST REPORT OF THE MONOPOLIES COMMISSION 


The first report of the Monopolies Commission is on the supply of 


dental goods (H.M.S.O., price 3s. 6d. net). The Commission 
recommend that the Association of Dental Manufacturers and 
Traders, the chief trade association, should review its rules and 
policy in the light of the Commission’s criticisms and that its 
members should revise a number of their prices and terms of sale. 
But their main recommendation, one which will produce much 
controversy, is that since “‘ almost every practice which in our 
view operates or may be expected to operate against the public 
interest rests fundamentally for its enforcement on exclusive 
dealing and collective boycott,” both these methods of enforcement 
should be prohibited. Two members think no specific prohibition 
should be passed against this particular trade association, but that 
any such legislation should be general. It is clear that price 
maintenance by “ keeping the ring” or by black-listing and 
similar methods is increasingly the object of criticism, and trade 
associations might well expect a frontal attack before long, 
whether or not ad hoc legislation is passed against the Association 
of Dental Manufacturers and Traders. 

The Commission criticised only moderately the leading manu- 
facturer, the Amalgamated Dental Company, finding its profits and 
prices too high in two departments of the trade. Seeing that the 
effect of monopoly, where it exists, is usually to enhance costs of 
production as well as profits and prices, the report seems to pay 
too little attention to the element of costs. 

Sir R. E. Yeabsley, c.3.z., F.c.A., F.S.A.A. (a member of the 
Council of the Society of Incorporated Accountants) is a member 
of the Commission. 


Sem mMaenreMBnast sg wee wane 


os > v 


ie 


Preferential Claims 


A number of important decisions have recently been given by the Courts on the extent of 
certain preferential claims in bankruptcy and liquidation. Most of the cases have been noted 
in previous issues of ACCOUNTANCY but a consecutive treatment of the changes they effect in 
the law is now desirable, and this our contributor provides. The law on this subject is in 
large degree the same in both branches and rulings of the Bankruptcy Act may be equally 
enlightening on the interpretation of the Companies Act. 


By W. H. D. WINDER, s.a., Lu.M., Barrister-at-Law 


Crown’s Preferential Claim for 
Taxes 
In the distribution of the property 
of a bankrupt it is provided by Section 
33 (1) of the Bankruptcy Act, 1913, 
that there shall be paid, in priority 
to all other debts, all parochial or other 
local rates due from the bankrupt at the 
date of the receiving order and having 
become due and payable within twelve 
months next before that time, “ and 
all assessed taxes, land tax, property 
or income tax, assessed on the bank- 
rupt up to April 5 next before the date 
of the receiving order, and not exceed- 
ing in the whole one year’s assessment.” 
It was the contention of the Crown 
in the case of Re Pratt, ex parte Inland 
Revenue Commissioners v. Phillips (1950, 
2 All E.R. 994) that it is not necessary 
for its purpose that the assessment 
of tax, in order to gain priority, should 
be in respect of the year immediately 
preceding the receiving order ; it was 
argued that the Crown is entitled 
to priority for each assessed tax covering 
one year of assessment earlier in date 
than the receiving order if the tax, 
when assessed for that year, remains 
unpaid. The facts were that on 
April 23, 1948, a receiving order 
was made against the debtor, and he 
was adjudicated bankrupt on May 3. 
On July 27, 1949, an assessment of 
£5,000 was made on him in respect 
of Excess Profits Tax for the chargeable 
accounting period of twelve months 
ended December 31, 1944, and on 
September 7, 1949, the Crown claimed 
preferential payment of this sum under 
Section 33 (1) (a) of the Act. 

It was said to be a long established 
practice in bankruptcy to allow in 
this way preferential payments for 


earlier years. There is some authority , 


for this view in the decision in Gowers v. 


Walker (1930, 1 Ch. 262) on a provision 
of the Companies (Consolidation) Act, 
1908, which is in substantially the same 
terms as Section 33 (1) (a), and also in 
the decision in Re Cockell (1932, 
W.N., 172). These decisions were not 
followed by the Divisional Court in 
Re Pratt but on appeal the decision 
of that court was reversed. The various 
privileged debts are specified in para- 
graphs (a), (4), (c), (d), and (e) of 
Section 33 (1). Leaving out of 
account for the moment the question 
of taxes, the feature that is common 
to all these debts (except paragraph 
(d), which was repealed by the National 
Insurance (Industrial Injuries) Act, 
1946, and to which special considera- 
tions apply) is that they should have 
become due during a period immedi- 
ately preceding the bankruptcy. Rates, 
wages or salary of clerks or servants, 
wages of labourers or workmen, and 
contributions under the National Insur- 
ance Act, 1g11, or the National 
Insurance (Industrial Injuries) Act, 
1946, are all characterised by the 
common requirement that they should 
have become due during the period 
that immediately preceded the bank- 
ruptcy. In the case of rates, the 
language of the section is express 
on the point. The same qualification 
is attached to purchase tax by Section 
20 (1) of the Finance Act, 1942. The 
Court thought that the reason for this 
pre-requisite was reasonably clear, 
namely, that the various privileged 
creditors might not have had time 
to get in the moneys owing to them 
before disaster overtook the debtor. 
Whether assessed taxes are immune 
from the quality which attaches to the 
other debts mentioned depends upon 
the construction of the Section. The 
first point to remark is that these taxes 


are included in the same paragraph 
as rates and that the only rates to 
which priority is accorded are those 
which have “ become due and payable 
within twelve months next” before 
the date of the receiving order. The 
next point to be observed is that the 
taxes are linked with rates by the word 
“and,” which is indicative of simi- 
larity of characteristic, and not by the 
word “ but,” which would be indica- 
tive of differentiation. Nevertheless 
the Court of Appeal held that the 
Crown’s right to priority was not limited 
to the tax assessed in respect of the last 
fiscal year before the bankruptcy, but 
was subject only to the limitation to one 
year’s assessment imposed by the final 
phrase of Section 33 (1) (a). Accordingly, 
the Crown was entitled to preferential 
payment of the sum of £5,000. 


Receiver’s Failure tomeet Prefer- 
ential Payments for Rates 

The provisions of the Companies 
Act, 1948, relating to preferential 
payments apply when a receiver is 
appointed on behalf of debenture 
holders secured by a floating charge. 
Such a receiver had been appointed 
in the case of Westminster City Council v. 
Haste (1950, 2 All E.R. 65) and when 
an order for winding-up of the company 
had been made his appointment was 
confirmed by order. In 1940 the rating 
authority made a formal demand for 
payment of the amount of rates due to 


. them but were not paid by the receiver, 


who, until 1945, continued to carry 
on the business of the company at a 
loss. In November, 1945, however, 
he had £91 in hand, but he failed 
to make any payment to the rating 
authority, notwithstanding their re- 
peated demands. From 1947 onwards 
the business was run at a loss, and the: 
receiver eventually informed the rating 
authority that he had no assets out of 
which to pay them. In an action by 
the authority claiming damages against 
the receiver, it was contended by the 
authority that the receiver had commit- 
ted a breach of his statutory duty under 
the Companies Act by paying away 
the assets of the company in the course 
of his trading without making pro- 
vision for their preferential claims. 
In giving judgment Mr. Justice 

Danckwerts said that in some respects 
the receiver misunderstood his position 
and did not understand his duties. 
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He talked of the “‘ old company,” and 
spoke as though he, as receiver, created 
some entity, which was a different 
company from the company which 
carried on business before his appoint- 
ment. In regard to that he was plainly 
mistaken. There was one company, 
and one company only, and the busi- 
ness which the receiver was carrying 
on was the business of the company, 
and nothing else, even though the 
company was in liquidation. Therefore, 
all that the receiver meant when he 
said that sort of thing was to indicate 
that he regarded the moneys which he 
acquired as receiver in 1945 as moneys 
produced by the efforts of his own 
management rather than by the efforts 
of those who previously managed the 
company before the period of his 
appointment. This may well have led 
him to take the wrong view of his 
duties in regard to payments which he 
ought to have made to the company’s 
creditors. 


In the case of Woods v. Winskill (1913, 
2 Ch. 303) it was held that there was 
not merely a negative obligation on the 
part of the receiver not to pay the 
debenture-holders before preferential 
creditors, but there was an obligation 
on him to pay the preferential creditors 
out of the assets on the date when he 
took over, and, if he did not make that 
payment, but applied those assets 
towards other liabilities, he became 
liable in damages. It was held in 
Westminster City Council v. Haste that the 
position was just the same in respect of 
assets which subsequently came to the 
hands of the receiver in the course 
of his management of the company. 
This is not merely a negative pro- 
vision to the effect that the receiver 
is protected if he does not pay the 
debenture-holders : it is a positive one 
which requires him to pay the prefer- 
ential creditors out of any assets 
coming to his hands. In 1945 he had 
in his hands the sum of £91, which was 
more than sufficient to make the pay- 
ments of about £63 to the plaintiffs 
as rating authority. Instead of paying 
them he went on trading, incurred 
subsequent losses, and, therefore, paid 
away the moneys in the course of his 
trading. He committed a tort when he 
did that. Judgment was given for the 
plaintiffs for the amount claimed 
and for costs. 
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Priority for Payments Advanced 
for Wages 

Where any payment has been made 
for wages or salaries of clerks or servants 
out of money advanced by some person 
for that purpose, the person by whom 
the money was advanced is, in a 
winding-up, to have right of priority 
in payment to the amount to which 
the clerks or servants would have a 
right of priority under Section 319 


(1) of the Companies Act, 1948. This 


is the effect of sub-Section (4) of that 
Section. The effect of this provision 


on bank overdrafts fell to be considered 


in Re Primrose (Builders), Lid. (66 T.L.R. 
Pt. 2, 99). 

A company arranged for an overdraft 
to be provided, guaranteed by a third 
party. The limit of the overdraft 
was gradually increased to £5,500. 
The bank manager later informed the 
managing director of the company 
that the overdraft could not be in- 
creased but must be reduced and that 
only cheques for salaries and wages 
could be drawn; he said that such 
cheques would not be honoured unless 
the bank was previously satisfied that 
a payment or payments to a substantial 
similar amount would very shortly 
be made. But no special arrangement 
was made before each cheque for wages 
was drawn and presented. On an 
order being made for the compulsory 
winding-up of the company, which 
was insolvent, the bank claimed prior- 
ity for about £2,524 as having been 
advanced to the company for payment 
of wages, but the liquidator rejected 
the claim. On a summons taken out 
by the bank the Court held that the 
claim must be allowed. 

It was argued on behalf of the 
liquidator that there was a special 
arrangement on each occasion of draw- 
ing a cheque for wages by which the 
bank agreed to make the particular 
advance upon the terms that that 
particular advance should be repaid 
within a short time, through the 
expected credit being paid in. The 
bank insisted that no such arrangement 
was ever made, and that the only 
object which the bank manager had on 
each occasion, in being satisfied that 
payments substantially equal to the 
particular wages cheque should be paid 
in, was to ensure that in the result the 
overdraft should not be substantially 
increased. This was borne out by the 


books. ‘The account at the bank, the 
pass sheets relating to which were 
regularly supplied to the company 
without evoking any protest, disclosed 
a true running account. Under the rule 
in Clayton’s Case, money first paid into 
an account is to be presumed to have 
been first drawn out ; if this presump- 
tion applied, then the bank had priority. 
Was there any agreement between the 
parties that this presumption was not 
to apply as regards the particular 
cheques drawn for “cash” or 

‘wages’ ? The Court held that 
there was no such agreement. The 
cheques paid in reduced the overdraft. 
The bank manager, whatever loose 
language he may have used, was not 
going to let the overdraft be perma- 
nently increased, and accordingly it 
was necessary for him to take care that 
the wages cheque was not paid until 
those cheques had gone - into the 
account. Buc those cheques did not 


provide the wages; those cheques 
reduced the overdraft, and the wages 
cheque was paid by money which was 
advanced by the bank for the purpose 


FOOTBALL POOL ACCOUNTS 


A private member’s Bill introduced 
into the House of Commons last month 
sought to provide that football pool 
promoters should give on the back of 
their coupons figures about their pools 
and should publish annually a report 
containing complete accounts. These 
accounts would be certified by qualified 
accountants to be appointed by the 
Home Secretary or under regulations 
made by him. The accountants would 
be given access to all necessary books 
and accounts. 

Mr. Blackburn, the Independent 
Member for the Northfield Division of 
Birmingham, who introduced the Bill, 
under the title of the Pool Betting 
(Accounts) Bill, said that about 7} 
million people filled in coupons every 
week and the total amount staked 
annually was well over £50 million. 
The football pool companies were at 
present under no obligation to publish 
their accounts, because they were either 


-* exempt private companies ” or part- 


nerships. He argued that the large 
sums of money involved and the number 
of people interested made it necessary 
that the fullest information should be 
available about the finances of the pools. 


Tt 


Points in Practice 


GOODWILL 


THESE NOTES ARE INTENDED, NOT AS A 
comprehensive treatment of a subject 
on which many full-length treatises 
have been written, but as a summary of 
some points of view on the problems of 
valuing goodwill in practice. If the 
notes appear somewhat provocative, 
that is intentional, for we hope to 
encourage readers to write expressing 
their views and experiences. 

In trying to arrive at a figure for 
goodwill, while the accounts for past 
periods must be carefully examined, this 
examination is not for verifying the ac- 
curacy of the profit disclosed, but for 
forming an estimate of the profits likely 
to be madein the future, for it is the latter 
and not the former which is relevant to 
the amount of the goodwill. One’s 
assessment for the future is, however, 
conditioned by the results of the past. 


. The reasons for the financial outcome 


having in fact been what it was, and the 
likelihood of these reasons subsisting or 
changing, must clearly be considered. 
Thus, how far the following factors have 
influenced the past trading profits must 
be studied : . 

(a2) The personal reputation, skill 
and connection of the present 
owner of the business. 

(b) The reputation attaching to the 
products of the business. 

(c) How far (8) is the result of past 
advertising expenditure. 

(2) Trade marks, patents, designs 
belonging to the business. 

(e) Public tastes, customs and habits 
(which may change). 

(f) The location of the business 
premises. 

(g) Absence of competition in the 
locality. 

Adjustments Necessary to Past 
Profits 

Bearing in mind that past. accounts are 

being reviewed for the purpose of 

estimating future profits, it is necessary, 

for the following reasons, to make 

various adjustments to the figures : 

(2) To eliminate extraordinary or 
non-recurring items, whether 
debits or credits. 


(6) To eliminate all capital items. 

(c) To eliminate all items arising 
from assets which will not pass 
with the business. 

(d) To make further adjustments 
that may be necessary by reason 
of : 

(1) Services rendered to the 
business by the proprietor 
for which no charge, or an 
insufficient charge, has been 
made. 

(2) Increases or decreases in 
costs that must arise in the 
future, for example, an 
increase in rental. 

(3) Incorrect depreciation 
charges having been made. 
In this connection it must 
be borne in mind that the 
profits must be charged 
with depreciation on the 
purchase price of the fixed 
assets and not the amounts 
written off the old book 
values. ; 

(e) To eliminate all charges for 
taxation and all appropriations 
of profit. 


Having thus made all necessary 
adjustments to the results of the 
accounts for the past few years, the 
adjusted profits obtained may be con- 
sidered those which a purchaser of the 
business would, under similar condi- 
tions, have made over the period. 

What are the turnover, costs and the 
trend of profits? Will these trends 
continue ? The whole of the circum- 
stances and conditions existing over the 
period examined will have to be con- 
sidered before these questions can be 
answered, but it cannot be too strongly 
emphasised that they must be answered 
—on the answer the estimate of future 


profits will largely depend. 


Capital Required and Yield 
The next step is to estimate the capital 
which would have to be invested by 
anyone acquiring the business, allowing 
for any additional working capital 


necessary in the future. Clearly, the 
amount of this capital must bear a 
certain acceptable relationship to the 
estimated future profit, in other words, 
must give a reasonable yield on the sum 
invested. In present conditions, inflated 
current values placed on the assets of 
the business may mean that the total 
capital required is excessive in relation 
to the estimated profits. In these cir- 
cumstances, the goodwill of the business 
will be a minus quantity. However, to 
a purchaser of the business a high ratio 
of the value of assets (excluding good- 
will) to estimated profits is an advan- 
tage, for it is a better cover for his 
investment and in the event of failure a 
greater portion would be realised. It 
also has the taxation advantage of 
increasing the wear and tear allowance, 
but as this may make the seller liable 
to a balancing charge, here is an aspect 
on which considerable discussion may 
take place between buyer and seller. 
What is a reasonable yield ? This is 
not a question to which an answer can 
be readily given, for the uncertainty 
attaching to the estimate of future 
profits is best taken into account in 
fixing a figure for the reasonable yield 
on invested capital. The uncertainty 


‘factor in future profits is itself largely 


dependent on the type of business 
(though there are, of course, other 
considerations to be taken into account). 
For this reason the value of a pro- 
fessional business largely dependent on 
the personal skill and ability of the 
proprietor cannot be compared with 
that of a trading concern, for a change 
in ownership of the trading business 
may make comparatively little differ- 
ence to its earnings. Even in a trading 
or manufacturing business, a change of 
ownership in a small business will have 
a far greater effect on future profits than 
in a larger concern. 

To give some indication of a reason- 
able yield, the view may be hazarded 
that in the larger concern where profits 
are unlikely to be affected by the change 
in ownership a return on capital of 
10 per cent. is a reasonable minimum. 
The uplift in this figure to compensate 
for the risks of the smaller trading or 
the professional business (as well as 
other factors increasing the element of 


‘uncertainty) must vary according to 


the particular circumstances of each 
case, and in practice will be subject to 
negotiation and bargaining. 
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Value of Goodwill 

It will be appreciated that in these 
notes no attempt has yet been made to 
value goodwill on a given number of 
years’ purchase, but that it has been 
merged with the other assets in arriving 
at a figure on which the profits yield is 
reasonable. Deducting from this figure 
the value of the assets of the business, 
other than goodwill, will then give the 
amount of the goodwill—and this is 
considered the best method of fixing 
that amount. Having so arrived at it, 
one can then relate it to the annual 
profits to ascertain the number of years’ 
purchase of profits. 

For a number of businesses there 
exists an accepted trade basis for valu- 
ing goodwill. It may be, for example, 
the turnover for a given period, or the 
raw material consumption (thus, in a 
baker’s business the basis may be the 
number of sacks of flour used). But if a 
figure for goodwill is arrived at on one 
of these conventional bases, it is 
essential that it should be checked via 
the yield method outlined. 

The Incorporated Accountants’ Re- 
search Committee is collecting details 


of the bases conventionally accepted in 
various trades and the data will later 
be made available to members of the 
Society of Incorporated Accountants. 
It would be appreciated if members 
would send to the Secretary of the 
Society any details of such methods of 
valuing goodwill with which they are 
familiar. . 


Annuity Method 
The purchaser of goodwill may obtain 
a diminishing asset, particularly if he 
is acquiring a professional practice 


_ or small personal business, which will 


be maintained for a while by the 
impetus of the old connection but 
must later be reinforced by an 
ever-increasing confidence in the new 
proprietor. After a few years the good- 
will’ will become attached to, and 
entirely dependent on, the skill and 
ability of the purchaser. The argument 
carries much less force the more 
impersonal the business concerned. 

In the circumstances of the personal 
business or practice it is often argued 
that the “ super-profits ” (the adjusted 


profits after charging for the proprietor’s 
services and interest on capital invested) 
attach themselves completely to the 
purchaser at the end of a certain period 
(say five years) and that during this 
period they are gradually being trans- 
muted into a return dependent upon 
his proprietorship, losing pari passu their 
original characteristic that they result 
from the proprietorship of the original 
owner. As an example, the first year’s 
super-profits of £3,000 may be entirely 
attributable to the goodwill taken over, 
in the second only £2,400 may be thus 
attributable, in the third year £1,800, 
in the fourth year £1,200, in the fifth 
year £600, and thereafter the profits 
may be entirely dependent on the new 
purchaser. Taking interest at 5 per 
cent., it is found that the present value 
of these super-profits becoming avail- 
able at the future dates—and therefore 
the figure for goodwill—is £8,046. 
Taxation has been ignored in this 
computation but the existing high rates 
of income tax and sur-tax must surely 
depress the value of the goodwill of a 
personal business or professional prac- 
tice. 


Financing the Medium-sized Firm 


“© What are the sources of finance available to medium-sized businesses and how can management make the most effective use of them?” 
Every practising accountant is faced with these two questions by clients seeking his expert advice. Readers of ACCOUNTANCY will therefore 
be interested in the answers put forward to the Autumn Conference of the British Institute of Management, by Mr. John T. Corbett, 
F.C.A., of Messrs. Peat, Marwick, Mitchell @ Co. 


[CONTRIBUTED] 


IN HIS PAPER, Mr. CorBETT DEFINED “‘ A MEDIUM-SIZED 
business” as one whose profits ranged, before taxation, 
from £25,000 to £100,000 per annum—generally speaking, 
one with a capital value of £100,000 to £500,000. He 
pointed out that to-day more businesses of this size than ever 
‘before suffer from overtrading and consequent financial 
unbalance. This is the result of inflation. Not only have 
prices risen steadily and substantially for the past ten 
years, but difficulties of supply have drained capital into 
inordinately large stocks. Purchase tax is a further drain 
on resources ; while the high cost of replacing fixed assets 
plus the heavy taxation on retained profits is the last straw 
on an already overwhelming financial burden. And if all 
this faces the management which is trying to do no more 


than maintain its position, how much more difficult is the 
task of enterprising managements seeking to expand ! 

Having established the need for capital, Mr. Corbett 
passed to the question : Should the finance be permanent 
or temporary ? Permanent capital, he said, is suitable for 
the acquisition of new assets or for general expansion ; 
temporary accommodation should be sought if the amount 
of permanent finance is uncertain, or if the fulfilment of the 
purpose for which the finance was required will auto- 
matically liquidate the debt. 

Mr. Corbett detailed the sources of finance and how best 
to use them. They are: (1) joint stock bank overdrafts ; 
(2) acceptance credits ; (3) hire purchase finance—all of 
which are temporary. Permanent finance can be obtained 
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from: (4) retained profits; (5) shareholders and their 
associates ; (6) customers and suppliers ; (7) mortgage of 
property ; (8) sale of property and lease back ; (9) placing 
of unquoted securities ; (10) development companies, in- 
cluding the Industrial ‘and Commercial Finance Corpora- 
tion, Ltd.; and (11) issue of securities to the, public 
through the Stock Exchange. 


(1) Mr. Corbett pointed out that overdraft interest is 
relatively low, and paid only on the amount used. An over- 
draft is useful when stocks or supplies are seasonal ; perhaps 
it is best employed in bridging the gap between successive 
introductions of capital into an expanding business. There 
is, however, a danger that it may be regarded as per- 
manent ; it should be paid off at the earliest opportunity 
of successful funding. 


(2) Mr. Corbett outlined the two main types of accept- 
ance credit. The first is specific—to cover stated purchases 
of goods and seasonal increases in stock. The second is the 
revolving credit, whereby new bills are drawn to meet 
earlier issues when they fall due. Both have the advantage 
of an interest rate which may be as low as 3 per cent. per 
annum. But Mr. Corbett warned his audience that the 
revolving credit is particularly dangerous in that its excessive 
use in good times may land a business in serious difficulties 
if trade declines. 

(3) Hire purchase is, in Mr. Corbett’s view, particularly 
suitable for a small business wishing to pay for fixed assets 
over a period of time. There are two sorts of hire purchase : 
first, the banking method, whereby the purchaser pays in bills 
of exchange maturing at the agreed instalment dates. The 
supplier discounts these with the finance company, which 
is reimbursed by the purchaser as each instalment falls due. 
The legal property in the goods does not pass from the 
supplier to the purchaser until payment is complete. By 
the second method the finance company buys the goods 
from the supplier and continues to own them until the last 
instalment is paid. Both methods are relatively expefisive ; 
the effective rate of interest may be as high as 8 per cent. 
per annum for three years. An advantage is that the 
purchaser’s bank credit facilities remain unimpaired. 


(4) Retained profits is the traditional method of expand- 
ing a business. Unfortunately high taxation and inflation 
are destroying this source of finance for all but the most 
fortunate businesses. 

(5) The same conditions apply with even greater force 
to shareholders in a family business. Indeed, rather than 
increase their existing holdings, they may be compelled 
by death duties to sell them. 

(6) Customers or suppliers, Mr. Corbett thought, are a 
source of finance which is frequently overlooked. They 
may be ready to take an interest in an old-established firm 
without affecting the powers ‘of control of the present 
proprietors. On the other hand they will naturally expect 
to see the company’s figures. But the company may 
naturally be reluctant to disclose them to firms with which 
it does business. 

(7) and (8) The mortgage or debenture is more usual 


than the sale of property and its leasirig back, but the 
latter method of finance is “an attractive alternative.” 


The freehold is sold to an institutional investor and then 
leased back for a long term. Its advantages over a mortgage 
are that accommodation up to the full value of the premises 
lasts as long as the lease. On the other hand at expiry of 
the lease the company may have to find new premises ; 
or should it wish to move before the term it must find a sub- 
tenant. On the whole Mr. Corbett was inclined to think 
this method of financing best suited to multiple retail 
businesses seeking first-class shop property, which makes 
attractive and manageable investments. 

(9) The principal buyers of unquoted securities, Mr. 
Corbett said, are insurance companies, though in the future 
we may expect the pensions funds of large firms to seek 
investments of this kind. Most lenders make it a condition 
that a Stock Exchange quotation be obtained within a 
period of years unless the issue is short dated or extremely 
well secured. Unquoted securities are usually in the form 
of notes, or high-yielding preference shares ; unquoted 
equities are extremely difficult to place. Mr. Corbett 


_ emphasised that this form of finance is always best handled 


through an issuing house or a firm of stockholders. 


(10) The Industrial and Commercial Finance Corpora- 
tion, Ltd., was established in 1943 by the bankers for this 
very purpose of assisting small and medium businesses. 
But Mr. Corbett pointed out that it is not a philanthropic 
institution, though it may be willing to help earlier than 
other development companies. They all prefer loan or 
preference capital ; but in addition and in certain cases the 
1.C.F.C, will take a share in the equity at a nominal price, 
in the expectation of capital appreciation. 

(11) An issue to the public, in Mr. Corbett’s view, should 
not be sought until a business has a well-established record’ 
of profits. He described the various forms of security and 
stressed the importance of maintaining a reasonable 


‘proportion of equity to loan capital. In a steady medium 


business the former should be at least half of the total and 
the latter not more than a third. Mr. Corbett deplored the 
fact that the incidence of profits tax placed a premium on. 
loan capital and quoted the Governor of the Bank of 
England in support. The expenses of a public issue are 
considerable ; for a medium business Mr. Corbett con- 
sidered the “ private placing” of securities before their 
introduction to the market a suitable method of keeping 
down costs. 

The discussion on the paper, though well-sustained, did 
not disclose any sharp differences of view. But Mr. E. G. 
Rooney of the Charterhouse Finance Corporation, Ltd., made 
the significant point that finance houses paid far more 
attention to the quality of the management of concerns 
seeking new capital than to their profit record, however 
impressive. This view was supported by other speakers. 
Mr. O. W. Roskill, in the chair, was not convinced that 
1.C.F.C. was adequately serving promising new businesses 
which, because they were new, had no profit record. There 
was general agreement that the financial facilities for new 
enterprise could be much improved. Mr. H. H. Norcross 
proposed that at a subsequent conference the British 
Institute of Management should allot a special session to 
the capital problems facing the founder of a new business 
in present-day conditions. 
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_ Leaves from the Notebook of a Professional Accountant 


Executorship Law and Accounts” 


By ERNEST EVAN SPICER, 


** Let’s choose executors and talk of wills.”—King Richard II, 
itt. 2. 

IT Is CURIOUS TO REFLECT THAT PEOPLE WHO NORMALLY 
hesitate to assume even small responsibilities, rarely hesitate 
to accept the onerous obligations attaching to the office of 
executor and trustee of a deceased person’s estate, even 
though the legacy flowing to the acceptor of that office be 
but trifling. 

This is particularly noticeable in the case of persons 
nominated as executors and trustees under the will of a very 
rich man, and it is not always easy to offer an adequate 
explanation. 

There is, of course, a certain element of reflected glory 
attaching to the representative of “‘ the richest man in the 
cemetery ” and this may carry with it a passing publicity 
pleasing to the innate vanity of mankind. Even so, it is 
difficult to understand how pleasures so ephemeral can be 
balanced against anxieties often so lingering. 

Most people imagine that their professional advisers can 
relieve them of all anxieties, thus enabling them blithely to 
** sien on the dotted line.” But this is not the case and it is 
seemly that such persons should learn that although 
responsibilities can be lightly assumed they cannot as 
lightly be set aside. 

Let us turn to the pages of our notebook for an example to 
illustrate this profound truth. 


ILLUSTRATION 
There never lived a more timid or cautious man than Sir 
Wolverton Whiting. He was never known to commit 
himself to any opinion on any subject whatsoever, or to 
assume the slightest avoidable responsibility. He never 
agreed or disagreed with the views expressed by anybody 
but invariably adopted an attitude suggestive of general 
agreement subject to powerful—though unspecified— 
reservations. Thus he was never actually wrong and apart 
from his business associates and a few others who knew him 
intimately, acquired a reputation for being always right. 

Great, therefore, was the astonishment of his relatives 
when they heard that he had accepted the onerous position 
of executor and trustee under the will of the late Mr. 
Mortimer Mateland, the well-known merchant-banker and 
millionaire. 

Poor Sir Wolverton ! Little did he know of the trouble 
and anxiety which awaited him and which caused his snow- 
white hair to turn grey in a single night. 

* Other articles by Mr. Spicer on this subject appeared in our issues 
of January, 1950, and September, 1949. 
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F.C.A. 


Let us dwell on some of the obstacles which he encoun- 
tered on the way, and which at one time even threatened 
the stability of his gigantic intellect. 


(1) The Will 

The testator, Mr. Mortimer Mateland, who was a 
bachelor, died on December 15, 1948. Under his will he 
appointed three executors and trustees, namely, Sir 
Wolverton Whiting, Bart., his nephew Mr. Mansfield 
Mateland and the Rev. Stephen Collins. 

To these three gentlemen he bequeathed the following 
specific and pecuniary legacies : 

Sir Wolverton Whiting, Bart.—His racehorse “ Fleetfoot ” 
by “ Footrest ” out of “ Fleet Rabbit.” 

Mr. Mansfield Mateland—The sum of one thousand 
guineas free of legacy duty. 

Rev. Stephen Collins—A packing case, deposited with 
Messrs. Grindlay’s Bank, Ltd., marked M.M.27, containing 
a miscellaneous collection of religious books and tracts ; 
also a leather-bound copy of “ Hymns Ancient and 
Modern ” which Mr. Collins had borrowed in February, 
1940, and which he had failed to return. 

The testator further gave to Mr. Collins an option to 
purchase his 5,000 shares of £1 each fully paid in a private 
limited company known as Glass Eye Polishers, Ltd., at 
15s. 6d. per share. 

Under clause four of the will, the testator directed that 
his trustees should stand possessed of the ultimate residue 
of his estate, upon trust, to divide the same among such 
persons and/or institutions as they in their sole discretion 
might decide. 


(2) The Legacies 

Immediately after the Estate Duty, funeral expenses and 
debts had been paid, the trustees fulfilled the wishes of the 
deceased in the matter of their own legacies. 

Sir Wolverton Whiting arranged for the racehorse “ Fleet- 
foot,” which had been valued for Estate Duty purposes at 
£19 19s., to be sent to his training stables at Newmarket. 

The Rev. Stephen Collins collected the books from Messrs. 
Grindlay’s bank and was successful in selling the packing 
case for 15s. He wrote officially to his co-trustees stating 
that it was his intention to exercise his option to purchase, 
at 15s. 6d. per share, the 5,000 shares of £1 each in Glass 
Eye Polishers, Ltd., which had been valued for probate at 
£1 3s. per share. 

Two weeks later he paid into the trustees’ banking account 
a cheque for £3,875 with a request that the certificate, 


together with a transfer duly executed, should be handed to 
him. This, however, his co-trustees refused to do until he 
bad paid a further sum of £375, representing 20 per cent. 
Legacy Duty on £1,875, the difference between the 
probate value of the shares and the price at which the option 
had been granted. 

Mr. Collins, at first, refused to believe that Legacy Duty 
could be payable on shares which he had acquired by 
purchase and insisted on having the matter referred to 
Counsel. 

When in addition he learnt that he would be liable to a 
2 per cent. Stamp Duty on the transfer, he broke down 
completely and on the advice of his doctor and Mrs. Collins 
left London for a long week-end at Brighton. 


Mr. Mansfield Mateland on receipt of his legacy very 
generously decided to share it with his brother Maxton. 


(3) Counsel’s Opinion on the Will 


At the suggestion of Mr. Greatheart, the professional 
accountant, who questioned the validity of clause four of the 
will (thereby causing Sir Wolverton four sleepless nights), 
Mr. Crawley, the solicitor to the estate, sought the advice 
of Mr. Charles Stapleton, barrister-at-law of the Middle 
Temple. ; : 

Counsel advised that the provision in the will dealing 
with the ultimate residue was void on the ground that it 
failed for uncertainty, thereby confirming the views of Mr. 
Greatheart. He further pointed out that a testator was not 
at liberty to leave it to others to make a will for him. In 
these circumstances the ultimate residue would have to be 
administered according to the laws governing intestacy. 


(4) The Statutory Next-of-Kin 


A genealogical tree was prepared showing the names of 
the brothers and sisters of the deceased and their issue from 
which it was ascertained that the statutory next-of-kin were 
as follows : 


(a) Mr. Mordaunt Mateland—surviving brother. 

(6) Miss Matilda Mateland—surviving sister. 

(c) Mrs. Mildred Mawstone—surviving sister. 

(d) Mr. Milton Mateland and Miss Martha Mateland— 
issue of deceased brother, Manville Mateland. 

(e) Mr. Mansfield Mateland and Mr. Maxton Mate- 
land—issue of deceased brother Marmaduke Mate- 
land. 


(5) Partial Distribution of Residue 

Within six months of the grant of Probate, a distribution 
of residue (on account) was made to the above-mentioned 
next-of-kin. 

This was rendered possible because shortly before his 
death Mr. Mateland (anticipating a general slump in the 
value of securities, immediately the news leaked out that he 
was about to undergo an operation) had sold the majority 
of his investments. Thus his estate was abnormally liquid 
when he did die, a fact which enabled the Estate Duty to be 
paid with a minimum of inconvenience and loss. 

The remaining investments were sold within six weeks 
of the first distribution of residue. 


(6) The Skeleton in the Cupboard 

Three weeks after the initial distribution of residue, a 
rumour reached the ears of the Rev. Stephen Collins to the 
effect that the deceased parents of Mr. Mortimer Mateland 
had never legally been united in the bonds of holy mattri- 
mony. 

Naturally this rumour caused the reverend gentleman 
the gravest disquietude and (without for one moment 
doubting its truth, or in any way appreciating the legal 
issues involved) he discussed the matter in all its bearings 
with Mrs. Collins, and, on the Sunday following, delivered 
two powerful discourses on the general depravity of man- 
kind outside Holy Orders. _ 

Now on the second Thursday of each month the trustees 
met for luncheon in a private room at the Savoy Hotel and 
usually invited Mr. Crawley, the solicitor, to be present, so 
that they might have the benefit of his guidance on any 
matters of a legal nature which might arise’ in connection 
with the administration of the estate. 

This arrangement had the added advantage of providing 
justification for the charge in the trust accounts in the 
unlikely event of any of the beneficiaries raising impertinent 
enquiries. 

When, therefore, Mr. Collins found himself seated next to © 
Mr. Crawley at the luncheon table, he could not resist the 
temptation of whispering into the left ear of that gentleman 
the substance of the rumour which had been brought to his 
attention. Mr. Crawley listened to the story with the 
utmost gravity and insisted on repeating it to Sir Wolverton 
Whiting and Mr. Mansfield Mateland. He added that if 
the rumour proved to be true, the whole of the residue of 
the estate would devolve on the Crown. 

He explained that only a mother could benefit under an 
illegitimate son’s intestacy and that as Mrs. Mateland, 
Senior, had been dead for many years, only the Crown 
remained to enjoy the property. He urged that not a 
moment should be lost in attempting to recover the money 
which had already been distributed so as to minimise the 
personal liability of the trustees. 

Mr. Collins was greatly disturbed by this reference to 
personal liability and in an address lasting 47 minutes 
begged Mr. Crawley to forget everything which he had said 
and to attribute the rumour to idle gossip of a wicked, 
uncharitable and unchristian character. 

Sir Wolverton and Mr. Mansfield Mateland somewhat 
feebly seconded Mr. Collins’s proposal, but Mr. Crawley 
—with a curt reference to Holy Writ—bade them to cast 
temptation behind them and to seek out the truth, whether 
for good or for evil. 


(7) The Skeleton out of the Cupboard 


Acting on the advice of Mr. Greatheart, the trustees 
summoned a special meeting of the beneficiaries and 
explained the difficulty in which they found themselves. 

With the exception of Mr. Milton Mateland (who 
expressed his determination to hold fast to that which he 
held) the other beneficiaries agreed to refund the money 
which had been advanced to them. 

Mr. Mordaunt Mateland, while agreeing to the proposal, 
informed the trustees that he was convinced that the rumour 
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was a wicked slander and that he would dedicate the 
remainder of his life in an endeavour to clear the honour 
of his late parents. 

And so for three whole months Sir Wolverton, Mr. 
Mansfield Mateland and the Rev. Stephen Collins groaned 
in unison and each, in his own manner, cursed the day that 
he had accepted the onerous office of executor and trustee. 

And then came the happy day of deliverance. 

Mr. Mordaunt Mateland cabled from Calcutta (whither 
he had journeyed at the suggestion of his sister Matilda) 
informing the trustees that he had traced the record of his 
parents’ marriage in an old register of the cathedral of that 
city. 

Great was the rejoicing of the trustees and when they 
next lunched together—there being an R in the month— 
six dozen Colchester oysters were served by way of hors- 
d’ceuvres. 

In drinking Sir Wolverton’s health Mr. Crawley proposed 
that in order to make assurance doubly sure and to avoid 
any future trouble, no further distribution of residue should 
be made to any beneficiary who had not furnished the 
trustees with a copy of his or her birth certificate and that 
in the case of the two deceased brothers, Mr. Manville 
Mateland and Mr. Marmaduke Mateland, a copy of their 
respective marriage certificates should be submitted by 


their sons, Milton and Mansfield. All these documents . 


were duly furnished, with the exception of the birth certifi- 
cates of Mr. Milton Mateland and his sister, Miss Martha 
Mateland. Notwithstanding intensive enquiry, no evidence 
could be found to show that their births had ever been 
registered and eventually they were forced to the conclusion 
that their late father had overlooked this formality. 

The Reverend Stephen Collins, remembering the 
stubborn attitude adopted by Milton at the meeting of the 
beneficiaries—to say nothing of the mental anguish which 
he had suffered thereby—took a very grave view of the 
matter and declared that unless they could prove they had 
been born subsequent to the date of their parents’ marriage, 
it would be the painful duty of the trustees to assume 
bastardy. 

This announcement caused another storm in the teapot 
which continued to rage until, for the second time, that 
peacemaker, Mr. Mordaunt Mateland, on his return from 
India, poured oil on the troubled tea-leaves. He suggested 
that each of the beneficiaries should formally accept the 
genealogical tree as correctly setting forth the statutory 
next-of-kin of the late Mr. Mortimer Mateland, and further 
should sign a deed, to be settled by Counsel, indemnifying 
the trustees and their legal personal representatives against 


all and every claim of whatsoever nature, including costs, - 


which might arise in the future. 

After many meetings of the trustees, of which five were 
held at the Savoy Hotel to suit Mr. Collins’ convenience, 
the proposal submitted by Mr. Mordaunt Mateland was 
accepted and the incident closed. 


(8) The Trust Accounts 

Although Mr. Greatheart had been appointed to audit the 
trust accounts, it was only when the trustees found them- 
selves in grave difficulty that they sought his guidance and 
instruction. 
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To a large extent this was due to the attitude of the Rev. 
Stephen Collins, who resented any interference on the part 
of professional men, and in particular of Mr. Greatheart, 
whose views on the taxability of ecclesiastical perquisites he 
regarded as misguided and heretical. 

Sir Wolverton felt himself obliged to support the family 
accountant, but he did so grudgingly because Mr. Great- 
heart had refused to assist him to obtain a modest sum in 
Swiss francs when there was absolutely no risk whatsoever 
of the transaction coming to the notice of the British 
Treasury. 

Thus it came about that during the first year of the trust 
ending on December 15, 1949, the trustees bought and sold 
stocks and shares without any reference to Mr. Greatheart 
or to Mr. Crawley, and without considering whether or not 
they were authorised to deal with the trust funds in this 
manner. 

The stockbrokers, Messrs. Camden and Holt, through 
whom these transactions were effected, employed Mr. 
James Collins, son of the Rev. Stephen Collins, on a half- 
commission basis. 

In due course the trust accounts were prepared, and at 
the request of the trustees Mr. Greatheart attended their 
meeting in order to answer any questions which they might 
wish to raise. Sir Wolverton occupied the chair but 
requested the Rev. Stephen Collins to open the proceedings. 

(a) Trustees’ Expenses £164 18s. 6d. 

Mr. Collins expressed the view that it was both unusual 
and inadvisable to show the cost of the trustees’ luncheons 
as a separate item in the accounts, and having regard to 
the fact that on at least five occasions Mr. Crawley, the 
solicitor, had been present, he felt that these expenses 
could properly be lumped with the other legal and pro- 
fessional charges. 

To this suggestion Mr. Greatheart replied that in such 
circumstances it would be his duty to make reference to 
the matter in his report. 

(6) Investments 

Mr. Collins felt that it was wholly unnecessary to give 
to the beneficiaries detailed particulars of the investments 
held at the date of the balance sheet. He suggested that 
as these investments had been purchased by the trustees 
solely with a view to a quick capital profit, and were in 
no sense fixed investments, but, on the contrary, were of a 
purely temporary character, and, moreover, were held 
by the bank, they could quite legitimately be regarded 
as cash on deposit with the bankers. He therefore 
proposed that the accounts should be re-drafted to give 
effect to this suggestion. 

Mr. Greatheart, having explained that the essential 
purpose of a balance sheet was to enlighten rather than to 
mislead the interested parties, proceeded to inform the 
trustees that they had no legal right whatever to utilise 
the trust funds in this manner and that all losses sustained 
on the realisation of unauthorised securities would 
legally fall upon them personally. He urged, therefore, 
that all unauthorised investments in hand should be sold 
forthwith so as to avoid the risk of further losses. 

Mr. Collins indignantly refused to believe that trustees 
could in any circumstances be rendered personally 


accountable for losses on the sale of investments, and 
passed on to the next item. 


(c) Realised Profits and Losses on the Sale of Investments 


Mr. Collins criticised Mr. Greatheart very severely for 
showing the realised profits on investments as an addition 
to the capital of the trust, and the realised losses as a 
separate item on the assets side of the balance sheet. 

He remarked that there was not a boy of 14 in his 
Sunday school who did not realise that cash actually 
spent was no longer available in the money box, and he 
was astonished that a professional accountant, with a 
large practice, should be guilty of such a lapse. 

He pointed out that the excess of the realised losses 
over the realised profits amounted to only a little more 
than £1,200, and that as this was the only item which 
need be considered, it could surely be tucked away 
somewhere where it would not show up too prominently. 

Mr. Greatheart repeated his remarks on the subject of 
unauthorised investments and emphasised the fact that 
if trustees chose to ignore the limitations which case law 
placed on their powers, they did so at their peril. 

He assured Mr. Collins that in law realised profits 
could not be set off against realised losses because, 
whereas the estate was entitled to retain the profits, the 
trustees were personally responsible to make good the 
losses. 


(d) Commission on Sale of Cottage at Angmering, £200 

Mr. Collins objected to the commission on the sale of 
the cottage being shown as a separate item in the 
accounts, arguing that it should be deducted from the 
realised proceeds of the sale of the cottage. It was, of 
course, true that it had been paid to him personally, but 
nobody could say that he had not earned it. His co- 
trustees were well aware how tirelessly he had busied 
himself in finding a suitable purchaser for the cottage 
and, by undertaking the negotiation himself, he had saved 
the trust considerable expense. His son-in-law had paid 
the full price which he had demanded and in these cir- 
cumstances he was certainly entitled to the very modest 
commission which he had charged. 

Mr. Greatheart, in reply, pointed out that a trustee 
was not permitted to make any profit whatsoever out of 
his office and therefore it was the duty of Mr. Collins to 
refund the £200 which had been paid to him. 

He had received his legacy of hymn-books and that 
constituted his sole reward. 

Mr. Collins refused to accept Mr. Greatheart’s inter- 
pretation of the law and stated he would refer the matter 
to Mr. Crawley, the solicitor. 


The meeting terminated on a note of discord and the: 
trustees adjourned for lunch, without inviting Mr. Great- 
heart to join them. 


(9) The Meeting of the Beneficiaries 

In spite of Mr. Greatheart’s stubbornness in refusing to 
modify the trust accounts in accordance with his wishes, 
Mr. Collins felt confident that he would be able figuratively 


“to carry the meeting with him ” and had prepared some 
notes to assist him in responding to the vote of thanks, 
which he anticipated would be proposed by Mr. Mordaunt 
Mateland. 

Sir Wolverton, on the other hand, was by no means so 
optimistic and instead of opening the meeting with a brief 
review of the progress which had been made during the first 
year, as arranged with his co-trustees, and then “ handing 
the ball ” to Mr. Collins, he called upon Mr. Greatheart to 
deal with the accounts, a copy of which had, a week 


previously, been sent to each of the beneficiaries. 


Now Mr. Greatheart was anything but a vindictive man 
and notwithstanding the treatment which he had experi- 
enced at the hands of the Rev. Stephen Collins, did his 
utmost to place as favourable a complexion as possible on 
the irregularities to which—in less dulcet terms—he had 
ten days previously called the attention of the trustees. 

And yet in spite of these noble and praiseworthy efforts, 
the beneficiaries took a very grave view of the conduct of the 
trustees and Mr. Milton Mateland—still smarting under 
the lash of the word “ bastardy ” which had fallen from 
the lips of Mr. Collins—was particularly severe on that 
gentleman. 

It is, we feel sure, unnecessary to detail the angry 
exchanges which passed between the beneficiaries and the 
trustees, or to describe the painful scene which took place 
when Mr. Milton Mateland declared that unless the trustees 
agreed to make reparation to the last farthing, he would 
forthwith commence proceedings against them on behalf of 
all the beneficiaries. It is sufficient to state that after these 
heated bickerings had lasted for two full hours, Mr. 
Mordaunt Mateland exerted his great influence to avoid 
the public exposure of soiled linen. He suggested that a 
compromise was called for, which would temper strict 
justice with a modicum of mercy, and after reminding Mr. 
Collins that humility was a Christian virtue and rebuking 
his nephew, Mr. Milton Mateland, for exhibiting undue 
warmth in the presence of his uncle, godfather and senior 
partner all rolled into one, submitted the following proposal 
which eventually was accepted by all. 


(I) Trustees? Expenses £164 18s. 6d. 

The sum of £164 to be refunded by the trustees, 
leaving the balance of 18s. 6d. as a reasonable allowance 
to cover the bus fares of the Rev. Stephen Collins. 


(II) Investments 
The unauthorised investments in hand to be sold 

forthwith and any loss realised thereon to be charged to 

the trustees personally, 

(III) Realised Profits and Losses on the Sale of Investments 

(2) The strict legal position to be modified and only the 
net excess of the realised losses over the realised 
profits amounting to £1,257 17s. 4d. to be charged 
against the trustees personally. This generous con- 
cession would relieve the trustees of a liability of 
£2,264 18s. gd., being the aggregate of the realised 
profits which legally could be claimed by the estate. 

(b) One-half of the total commission paid to the stock- 
brokers employed by the trustees to be charged to 
the Rev. Stephens Collins personally. 
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The beneficiaries insisted on this adjustment, 

regarding the commission paid to Mr. James Collins 

as an indirect benefit to the Rev. Stephen Collins. 
(IV) Commission on Sale of Coitage 

Mr. Collins to refund the £200 improperly charged 
by him under the heading of “‘ commission.” : 

Mr. Collins to be debited with a further sum of £556, 
being the difference between the Estate Duty valuation 
of the cottage and the price suggested by Mr. Collins and 
paid by his son-in-law. 

It was noted that Mr. Collins had not obtained the 
consent of his co-trustees to sell the cottage below the 
Estate Duty valuation ; that he had made no effort to 
obtain an independent valuation and lastly, had not 
disclosed the fact that the purchaser was his son-in-law 
until questioned on the point by Mr. Greatheart ten days 

’ previously. 
* * * * * 


Three conditions were attached to the compromise as 
follows : 


(1) That the trustees should pay the sums due from 
them, as certified by Mr. Greatheart, within one 
lunar month from the date of the compromise. 

(2) That no cheques should henceforth be drawn which 
did not bear Mr. Greatheart’s counter-signature and 
that his counter-signature should also be required 
for the uplifting of any securities or other documents 
deposited with the estate bankers. 

That Mr. Greatheart should report quarterly to Mr. 
Mordaunt Mateland regarding all matters connected 
with the administration of the trust property. 


* * * * * 


Section 46 of the Finance Act, 1940 

We all know that a cat may be killed by kindness and 
that sick men frequently succumb to the cure rather than 
to the disease. 

In like manner, penal legislation, introduced with the 
object of punishing a few sinners, often results in great 
wrong being done to many saints. 

Sections 46 to 54 and 56 to 59 of the Finance Act, 1940, 
which replace somewhat similar provisions contained in the 
Finance Act, 1930, provide a typical example of this class 
of penal legislation. 

They were introduced originally to prevent a particular 
form of Death Duty avoidance which—though perfectly 
legal prior to the year 1930—lacked that element of sports- 
manship so dear to the hearts of all true Englishmen, and 
which in consequence troubled the conscience of the honest 
tax avoider. 

The following is an example of the form of avoidance in 
question. . 

ILLUSTRATION 
Many years ago the late Sir Leicester Whiting inherited 
from his father, the tenth Baronet, a valuable colliery in 
Nottinghamshire which provided him with a very large 
income. 

In the year 1908, and with the deliberate object of 
avoiding the crushing burden of Estate Duty (the rate of 
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which in the case of large estates at that time was no les; 
than 10 per cent.), he decided to transfer this property to 
private limited company. 
In return he received : 
1,000,000 £1 Ordinary shares fully paid £1,000,000 
150,000 3 per cent. Non-cumulative 


Preference shares of £1 each £150,000 


£1,150,000 


Under the company’s Articles of Association he was 
appointed governing director for life, with full powers to 
appoint and dismiss directors and to fix their remuneration 
as well as his own. He appointed his four sons ordinary 
directors and gifted to them in equal proportions the whole 
of the Ordinary shares and Preference shares of the 
company. 

Up to the day of his death in the year 1920 he drew 
director’s fees at the rate of £50,000 per annum. 

Thus, during his lifetime he enjoyed autocratic powers 
and a large income and when he died no Death Duties 
were payable, because he had parted with all his Ordinary 
and Preference shares more than three years prior to the 
happening of that event. 


* * * * * 


Nobody was in the least surprised when the 1990 legisla- 
tion was repealed, because it had proved unsatisfactory in 
certain respects, and had on many occasions produced 
fantastic results. Similarly nobody was surprised when, on 
its repeal in the year 1940, it was replaced by legislation of a 
like character. What did surprise most people was the fact 
that the new legislation was, in some ways, even more 
drastic and vindictive than that which preceded it. 

The authorities, however, were determined to get “ their 
pound of flesh ” whatever happened and apparently cared 
little from whom they got it. Thus, under Section 46, cases 
arose where guilty wolves (for whose discomfiture the 
complicated snare had been devised) were allowed to 
escape unscathed, whilst innocent lambs were led ruthlessly 
to the slaughter. Before weeping for the bleeding lamb, 
however, let us first examine the mechanism of the trap 
which was designed to catch the wolf. 

Section 46 applies to any company which, for the purposes 
of Section 21 (6) of the Finance Act of 1922, can be deemed 
to be under the control of not more than five persons at any 
time between the date of the transfer of the property by the 
deceased and the date of his death. 

The term “ company” includes any body corporate 
wherever incorporated and thus foreign companies are 
brought within the scope of the Section. 

In determining whether or not a company is under the 
control of not more than five persons, a husband, wife, 
ancestor, lineal descendant, brother or sister and partners, 
are treated as one person. 

In order that the Section may apply, there must have 
been a transfer by the deceased to the company at some 
time during his lifetime, of property of which he was the 
absolute owner, and benefits must have accrued to him 
during the five years immediately preceding his death. 

In such circumstances a “ slice ” of the company’s assets 


[ + 
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(not exceeding the value of the assets transferred, plus 
interest, and reduced by the probate value of any shares or 
debentures received as consideration and still held by the 
ceceased) is deemed to pass on the death of the transferor 
and is subject to the payment of Estate Duty. 

The term “transfer” is very comprehensive and is 
extended to include a transfer by way of associated 
operations. 

The term “ benefit ” is defined in Section 47 of the Act 
and includes : 

(a) Any income of the company and any periodical payment 


out of the resources or at the expense of the company, such ~ 


as dividends, interest, remuneration (other than a lump 
sum payment), which the deceased received for his own 
benefit, and any enjoyment in specie of land or other 
property. 

(6) Any such income or enjoyment which the deceased was 
entitled to receive by the exercise of a power within five 
years of his death. 

It will thus be seen that the term “ benefit” is not 
limited to that which he actually enjoyed during the five 
years preceding death, but includes that which he could 
have enjoyed had he chosen to exercise his full rights under 
the powers vested in him. Thus, where he was entitled to 
a “ benefit ” which in fact he never received, he will be 
assumed to have acted in accordance with his greatest 
financial advantage. This is a terrible weapon with which 
the authorities have armed themselves, because, where the 
powers granted to a governing director are more or less 
unlimited, nobody can calculate in advance what propor- 
tion of the undistributed profits of the company (which 
theoretically the deceased could have allocated to himself 
by way of additional emoluments) the authorities will treat 
as a “‘ benefit ” to which he was entitled. In such circum- 
stances they could, of course, allocate the whole of such 
surplus income to the “ benefit,” but let us hasten to add 
that in practice the authorities maintain a dignified and 
judicial standard of conduct and endeavour to avoid, 
within their limited discretion, all suggestion of ‘‘ Star 
Chamber ” methods. 

(c) Interest at the average rate on any payment (not being a 
periodical payment) which the deceased did not receive 
but which he could have received if he had exercised a 
power to which he was entitled. 

The income of the company for the purposes of Section 46 
is computed in accordance with the provisions of the Income 
Tax Acts subject to the modification that the computation 
is made by reference to the actual year and not the preced- 
ing year. 

The deductions permitted are as follows : 

‘a) Payments from which income tax has been deducted other 


than dividends on shares or interest on debentures. 
(6) Reasonable remuneration for the management, including 


the deceased. 
(c) Management expenses. 
(d) Profits tax. 


(e). Exceptional income. 

Having calculated the aggregate “ benefits” which the 
deceased transferor received or was deemed to have received, 
and the total income of the company, during the five years 
preceding the date of death, the ratio which the total 
benefits bears to the total income is ascertained. This gives 
the fractional proportion of the assets of the company which 
is deemed to pass on the death of the transferor. The value 


of the “ slice ” so computed is aggregated with the balance 
of the property passing on the death of the transferor and in 
this manner the rate of duty applicable to the “ slice” as 
well as to the rest of the property is ascertained. 

There are complicated provisions (with which we do not 
propose to deal) to prevent the frustration of the object of 
Section 46 as a result of a distribution of the company’s 
assets during the lifetime of the transferor and also to 
prevent any duplication of charge. 

The company is required under penalty of £500 to 
notify the Commissioners of Inland Revenue within one 
month of the death, the fact that the transferor has died, the 
nature of the transfer and the benefits to which he was 
legally entitled. 

The company is primarily accountable for the Estate 
Duty leviable under Section 46 and is precluded from 
recovering it from the deceased’s estate. 

But enough of theory. Let us turn to our Notebook and 
read in its pages the true story of a saintly man who suffered 
sorely under the lash of this most vindictive and cruel 
legislation. 

Is it possible we have already forgotten that the Rev. 
Stephen Collins, with happiness in his heart and confidence 
in the future, purchased for hard cash 5,000 shares in Glass 
Eye Polishers, Ltd. ? Can we unmoved contemplate the 
destruction of a noble financial edifice which promised such 
a golden harvest? Gentle reader! “If you have tears, 
prepare to shed them now.” 


ILLUSTRATION 


Fifteen months after the death of Mr. Mortimer Mate- 
land, the Rev. Stephen Collins read in The Times that Mr. 
Hezekiah Hopkins, the founder and governing director of 
Glass Eye Polishers, Ltd., had. passed peacefully away in 
his sleep, mourned and respected by all, on the evening of 
his ninety-fourth birthday. 

Mr. Collins looked very grave, but Mrs. Collins, who had 
oft-times heard her husband refer enviously to the magnitude 
of the fees which Mr. Hopkins drew annually from the 
company and which now, at long last, would presumably be 
available to swell the dividends of the shareholders and thus 
cause an appreciation in the capital value of their holdings, 
struck a more cheerful note. 

She begged her husband to bear his sorrows manfully and 
to accept the inscrutable workings of Providence with 
fortitude, ever remembering that Mr. Hopkins could not be 
absolved completely of Methodistical leanings. 

Stimulated by these comforting reflections, Mr.. Collins 
called at the offices of Glass Eye Polishers, Ltd., on the 
Monday following in order to offer his deep sympathy with 
the board, on the passing of their beloved chief. 

Mr. Pipkin, the secretary of the company, promised to 
convey Mr. Collins’ condolences to the directors as soon as 
their conference with Mr. Greatheart terminated, adding 
in a subdued whisper that he feared that gentleman was the 
bearer of evil tidings. Naturally Mr. Collins questioned Mr. 
Pipkin -closely on this latter remark, but finding himself 
wholly unable to comprehend the reiterated references to a 
mysterious Section 46, instructed him to inform the directors 
that he would lunch with them at 1 o’clock precisely. 

Returning punctually at the hour named, Mr. Collins 
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was vexed to observe that a cover had been laid for Mr. 
Greatheart, but Mr. Potter, the chairman of the board, 
hastened to explain that in consequence of some very 
alarming intelligence, which had reached them on the 
previous Thursday, they had sought expert guidance and 
had begged Mr. Greatheart to stay for lunch, so that he 
might personally inform Mr. Collins regarding the matter 
which had caused them such great anxiety. 

Mr. Greatheart opened his remarks with a brief account 
of the history of Glass Eye Polishers, Ltd., which he had 
gleaned from conversations with three of the leading share- 
holders and which he summarised as follows : 

Early in the year 1926, being then in his seventieth year, 
Mr. Hezekiah Hopkins decided to convert his Glass Eye 
Polishing business into a private limited company. He 
transferred to the company assets to the value of £85,000, 
receiving in exchange 50,000 Ordinary shares of £1 each, 
fully paid, and £35,000 4 per cent. debentures. Under the 
Articles of Association he was appointed governing director 
for life, with plenary powers and a salary of £12,000 per 
annum. He gifted the Debentures to his son, Mr. Richard 
Hopkins, and between the years 1926 and 1929 sold the 
whole of the Ordinary shares to business friends at an 
average price of £1 12s. 6d. 

In this manner the late Mr. Mortimer Mateland had 
become the holder of 5,000 Ordinary shares which, on his 
death had been purchased from his trustees, under option, 
by the Rev. Stephen Collins. 

It was recognised from the start that on the death of Mr. 
Hopkins the company would be relieved of the crushing 
annual burden of £12,000, governing director’s salary, and 
thus year after year the shareholders had been obliged to 
content themselves with what Mr. Collins described as a 
totally inadequate dividend and to hope that the new year 

would bring relief to their sufferings. 

- But Mr. Hopkins lingered on and might well have lived 
to be a hundred had he not, during the last three months 
of his life, consistently mistaken brandy for ginger ale. 

The £35,000 4 per cent. debentures had been issued 
subject to redemption at any time on six months’ notice 
being given by either party, and such notice had in fact been 
served on the company by Mr. Richard Hopkins just two 
months prior to the death of his father. 

Mr. Greatheart then proceeded to explain the operation 

-of Section 46 of the Finance Act, 1940, and informed the 
horrified Mr. Collins that the “ slice ” of the assets of Glass 
Eye Polishers, Ltd., which would be deemed to pass on the 
death of Mr. Hezekiah Hopkins, the deceased transferor, 
and which—owing to the magnitude of the private fortune 
of that gentleman—would assuredly bear Estate Duty at 
80 per cent., was unlikely to prove less than £65,000. 

As this liability would fall wholly on the company and 
moreover as the company would, in addition, be called upon 
to find a further sum of £35,000 to satisfy the debentures, 
the position was hopeless and liquidation appeared to be the 
only possible solution. 

He anticipated that in due course a receiver would be 
appointed by the debenture holder, who would appropriate 
the whole of the assets remaining, after the Inland Revenue 
authorities had received their due. 

Words cannot describe adequately the mental torture 
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- which Mr. Collins suffered on hearing these fateful words 


and had not Mr. Potter, with intuitive appreciation of the 
seriousness of the situation, hastily thrust a stiff whisky and 
soda into Mr. Collins’ right hand, at the critical moment, 
there is no knowing what might or might not have hap- 
pened. 

Mr. Greatheart’s evil forebodings proved unhappily only 
too true; the Rev. Stephen Collins and his fellow share- 
holders suffered a total loss; the estate of the late Mr. 
Hezekiah Hopkins escaped without any penalty whatso- 
ever, and Mr. Richard Hopkins, the son of the deceased 
transferor, thanks to the operation of Section 46, was able 
to acquire at trifling cost to himself the now flourishing 
business of Glass Eye Polishers, Ltd., which his late father 
had sold for over £80,000 plus an annuity of £12,000 for 
twenty-four years. 


* * * * * 


But enough. We would not needlessly harrow the sensi- 
tive feelings of our readers by dwelling further on the cruel 
wrongs suffered by that persecuted priest, the Reverend 
Stephen Collins, nor would we be “ the tame spectator of 
another’s woe.” 

We set out to show that the office. of trustee was no 
sinecure, neither was it “to be enterprised nor taken in 
hand unadvisedly, lightly, or wantonly.” The path which 
he has to tread is often very perilous with personal liability 
for ever lurking like an evil spectre in the background. 

Let him bear in mind the couplet of the worthy Dr. 
Samuel Butler, who in his immortal poem of “‘ Hudibras ” 
says : 

** Aye me. What perils do environ 
The man that meddles with cold iron.” 


The American E.P.T. 


We commented in a Professional Note last month (pages 
421-2) upon the proposed excess profits tax in the United | 
States. The Bill embodying the tax, having passed early in in 
December through the House of Representatives Committee, 
has now also been approved by the Senate Committee. 
The Administration will, nevertheless, be between $500 
million and $1,000 million short of the $4,000 million 
which Congress had been asked to raise from the abnormal 
earnings of companies since the Korean war. 


The new excess profits tax contained in the Bill takes 


75 per cent. of all earnings above 85 per cent. of the average 


profits of a company during its three best years between 
1946 and 1949 inclusive. It is retroactive to July 1, 1950. 

The Senate Committee raised existing income taxes 
on companies from 45 per cent. to 47 per cent. by an increase 
in sur-tax from 20 per cent. to 22 per cent., the normal 
income tax being left at 25 per cent. 
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Taxation 
Notes 


Maintenance Claims—Concessions 


IN THE CASE OF NEWLY OR RECENTLY 
acquired property, where no evidence 
of the expenditure incurred by the 
previous owner is obtainable, a con- 
cession may be made by allowing the 
claim for maintenance relief on the 
basis of the actual expenditure incurred 
in the year of claim until there is a 
full five years’ average. 

This concession is being refused in 
most cases to-day, on the grounds that 
it cannot be given where it would result 
in the claimant securing benefit in 
excess of that to which he would be 
entitled on the basis of the five years’ 
average. The purpose of the concession 
is to accelerate, not to increase, benefit. 

At the same time the Revenue have 
apparently opened out a concession 
that was not always given before, and 
are prepared to include in the aggregate 
expenditure of the preceding five years 
the full statutory allowance for the 
years for which oo are not 
available. 


Example. Repairs allowance £70. 
Maintenance : 
Year i Ve er 6 
Amount £80 £60 £90 £50 £60 £100 
It is evident that to give relief on 
actual expenditure in years 1 and 3 
would be too favourable, so the first 
concession would not be given. 
The second concession would give 
claims as follows : 


Year Average 
2 4x f£70+f£80=L£360 £72 
3 3X £70+ £80 + £60 = 


£350 £70 

4 2X £70+ £80 + £60 + 
£90 = £370 £74 

5 £70 + £80 + £60 + £90 
+£5° = = £350 £70 
6 5 years’ total £340 £68 
do. £360 £72 


Relief on £2 in years 2 and 7, and 
on £4 in year 4. 


‘‘ Refinanced "’ Machinery 


Occasionally, to raise funds for the 
purposes of a business, assets are sold 
and repurchased under a hire purchase 
contract. It appears to be the practice 


to regard these as real transactions 
(provided, of course, they are not with 
companies in mutual control). Balanc- 
ing charges or allowances will therefore 
arise on the sale, and capital allowances 
will be given on the assets hired. 

Each instalment of hire includes an 
element of interest, and that can be 
excluded from the capital cost and 
debited to revenue. Alternatively, the 
whole of the instalments can be 
capitalised. In either event, the annual 
allowances for wear and tear are 
calculated on the ultimate total amount 
that will be capitalised, but the initial 
allowances are given on the amount of 
the instalments as they fall due for 
payment. This is because, under 
Sections 17 and 64 (2) of the Income 
Tax Act, 1945, expenditure is incurred 
when it becomes due, and _ initial 
allowances are made in the year of 
assessment in the basis period for 
which the expenditure was incurred. 

Illustration: Business making up its 
accounts to December 31. On Septem- 
ber 15, 1949, it purchased an asset on a 
hire purchase contract, payable by 24 
instalments of £150. It was decided 
not to segregate interest. The basic 
rate of allowance for wear and tear is 
8 per cent. 


Total Instalments 
24 xX £150 = £3,600 
Allow 1950/51 
Initial allowance on 
4X £150 
Annual allowance 
& x 8percent.on £3,600 360 


—— 


; £240 


3,000 
Allow 1951/52 
Initial allowance on 
bt ¢- Jer a. * an 
Annual allowance on 
£3,000 .. . —— 
1,980 
Allow 1952/53 
Initial allowance on 
8 x £150 ne .. 480 
Annual allowance’ on 
£1,980 .. - — 
i 
1,302 
Allow 1953/54 
Annual allowance oa 130 
£1,172 
and so on. 


Directors’ Expenses 
The latest development in _ the 
battle between the taxpayer and the 
Revenue over what are justifiable - 
deductions under Rule g of Schedule E 
is the quotation by Inspectors of Taxes 
of the clause in the company’s articles 
regarding directors’ reimbursement of 
expenses. 

The clause is usually the same as, or 
a paraphrase of, that in Table A : 

The directors may also be paid all 
travelling, hotel and other expenses 
properly incurred by them . . . in con- 
nection with the business of the company. 


In one case brought to our notice, 
the Inspector queried whether it could 
reasonably be held that a director was 
“ necessarily obliged to defray expenses 
when reimbursement was open to him 
as a matter of right under the articles.” 


In another, the Inspector seeks to 
disallow capital allowances on the 
director’s car, since it was open to the 
director under the articles to approach 
the company to place a car at his dis- 
posal if that means of transport were 
considered essential for his duties. 


There are two different thoughts 
that arise from the above suggestions by 
the Revenue. The first is that we see 
the iron hand coming out from theorists 
who sit in judgment on business men in 
the conduct of their business. As 
accountants, we have had many diffi- 
culties in the past in keeping ahead of . 
attempts of clients to hide away 
expenses that might be queried. Every 
new quibble—and many of the argu- 
ments raised are little else—makes our 
job harder. 


The second thought is that there is a 
grave danger that the tax gatherer has 
ceased to try to interpret the Acts 
reasonably; he is now seeking to 
strain words in his favour. It is true 
that the articles empower the company 
to pay all expenses, but we shall be 
surprised to hear that the company 
cannot make a bargain with its 
directors that they shall pay certain 
expenses themselves out of their 
remuneration. 


Above all, we cannot appreciate why 
there is this quibble. If the company 
paid the expenses in question, the 
amount would be allowed in the 
company’scomputation. Asthedirector . 
has to meet certain expenses, he expects 
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a correspondingly higher remuneration, 
often in the form of a commission 
earned as a result of the expenses 
incurred. 

The next step must be to apply the 
same argument to every employee ; 
his employer has power to pay expenses, 
but may contract out of it. In many 
cases, the contract is in effect: “ We 
will allow you £x towards your 
expenses, the rest you will meet out of 
the commission you earn.” 

We can see the machine becoming 
clogged by the number of appeals that 
must inevitably ensue. 


Double Taxation—Agreements 
and Negotiations 


A Double Taxation Convention has 
been signed between the United King- 
dom and France. The Convention, 
which is subject to ratification, provides 
for avoidance of double taxation on 
income and profits and is expressed to 
take effect in the United Kingdom 
from April 6, 1950. 

The Convention is in general similar 
to those already made with the United 
States of America, certain Common- 
wealth countries, the Netherlands, 


Recent Tax Cases 


By W. B. COWCHER, 0o.B.8., B.urrt., Barrister-at-Law 


Child allowance — Divorce — Maintenance of 
children—Court order for payment to wife in 
trust for three children of an annual sum of £100 
Sor each child— Whether a settlement on the children 
—Supreme Court of Judicature (Consolidation) 
Act, 1925—Finance Act, 1936, Section 21— 
Finance Act, 1920, Section 21. 


Gates v, Starkey (Ch., July 18, 1950, 
T.R. 281) was a case where the respondent 
had been divorced by his wife, and the 
Court had ordered, by virtue of Section 
193 (3) of the Supreme Court of Judicature 
(Consolidation) Act, 1925, that in respect of 
the three children of the marriage respon- 
dent should pay to his former wife until 
further order an annual sum of £100 less 
tax in trust for each child. This was a very 
different order from that in Stevens v. 
Tirard (1940, 23 T.C. 321), where the 
money was paid to the wife but was simply 
an enhancement of her income coupled 
with the duty of maintaining the children. 
Here, it was claimed for the Revenue that 
the annual sums were the incomes of the 
children and that as the said sums exceeded 
the latters’ permissible limit of income there 
was no right to the child allowance. The 
respondent’s reply to this contention was 
that the trusts created by order of the 
Court were settlements “caught” by Section 
21 of the Finance Act of 1936 and that, as a 
consequence, the annual sums were to “ be 
treated for all the purposes of the Income 
Tax Acts as the income of the settlor for that 
year and not as the income of any other 
person.” The General Commissioners had 
decided in favour of the respondent ; and 
Vaisey, J., after analysing the terms of the 
Section, approved their decision. 

It is novel for anti-evasion legislation to 
enure to a taxpayer’s benefit. As the matter 
stands, the effect of the decision will be to 
increase considerably and without justifica- 


tion the burden of sur-tax in cases of large 
income ; and, unless reversed in the higher 
Courts, legislation would seem to be 
necessary. 


Schedule D, Case I—Publishing company— 
Publications upon behalf of charity—Profits on 
publications paid over to charity—Whether 
includible in company’s profits for purposes of 
assessment— Whether equivalent sum deductible 
in computing profits—Payment to same charity of 
money representing life subscriptions of company’s 
employees—Whether deductible in computing 
company’s profits. 

Hutchinson and Company (Pub- 


lishers), Ltd. v. Turner (Ch., July 28, 


1950, T.R. 285) was a case where failure, 
apparently, to take expert advice—it is in- 
conceivable that the appellant company 
acted in accordance with such advice—had 
very serious consequences. In 1902 a chari- 
table appeal upon behalf of the Printers’ 
Pension Almshouse and Orphan Asylum 
Corporation had taken the form of a 
publication called Printers’ Pie ; and other 
publications with the same object had 
followed. There had been no _ issue 
after 1933, when the late Walter Hutchin- 
son, who owned all the ordinary shares 
in the Hutchinson company and was 
its chairman and managing director, 
determined to revive it in order to augment 
the funds of the charity in which he was 
greatly interested. The venture was a great 
success and, after deducting the cost of 
paper and printing, there was a balance of 
profit of £31,469. This amount formed part 
of a larger sum paid over by the appellant 
company to the charity in augmentation of 
its funds. There was no written agreement 
as to this but, as the judge said, the payment 
had to be looked at “‘ in view of the ‘ distinct 
understanding ’ [whatever that may mean] 


Sweden, Denmark and Burma. The 
text will be published shortly by H.M. 
Stationery Office. 

Orders in Council in respect of the 
double taxation arrangements with 
Brunei, Ceylon and Sarawak relating to 
taxes on income were made on Decem- 
ber 8 and have now been published as 
Statutory Instruments 1950, Nos. 1977, 
1978 and 1979 respectively. 

A draft agreement has been presented 
by the British Government to the 
Argentine Government as a suggested 
basis for negotiations for a double 
taxation convention. 


that the profits should go to the corporation.” 

He said that there were two views possible 
of the transaction. It could be argued that 
the appellant company was acting as agent 
for the charity under a special bargain, 
whereby if there was a profit the latter was 
to get it and if a loss the company was to 
bear it. Upon this footing, the profits would 
go to the charity as and when realised. The 
second possibility was that the appellant 
company produced Printers’ Pie with the 
object and intention of handing over the 
amount whereby its profits had been 
increased by its production. 

Vaisey, J., affirming the decision of the 
General Commissioners in favour of the 
Crown, was unable to find any agreement 
between the company and the charity 
whether of agency or otherwise ; and he 
also failed to find any trust in what had 
been said and done. A promise, however 
solemnly given, remained, he said, a 
promise and nothing more; and this, he 
said, had been the Commissioners’ view. 
An alternative claim was that the amount 
in question was a necessary outgoing of the 
company’s business, because in view of all 
the circumstances the company could not 
act otherwise without “‘ damaging in the 
extreme the appellant’s reputation and 
goodwill.” Vaisey, J., held that there was 
nothing in these facts to prevent the Com- 
missioners coming to the decision which 
they had reached. 

There was a second but less important 
point in the case as regards a sum of 
£6,972 paid to the charity in respect of life 
subscriptions of 1,468 employees of the 
company. Thereby, the influence of the 
company in the affairs of the charity has 
been greatly increased. This payment could 
be regarded either as for the benefit of the 
company or as a bonus to the employees 
affected. The Commissioners had decided 
that it was inadmissible as a deduction not 
being wholly and exclusively expended for 
the purposes of the trade, properly referable 
to income and not to capital. 

In view of the understanding upon which 


Pty 


advertisers, contributors and others had 
assisted in the success of the scheme the case 
will presumably be reconsidered by a 
higher Court. 


Schedule D, Case I—Company with wide 
financial powers, including money-lending, deuling 
in stocks and shares, etc.—Business eaclusively of 
money-lending— Acquisition of shares from manag- 
ing director in discharge of indebtedness—Shares 
acquired as investment of company’s reserves— 
Subsequent extension of company’s business to 
dealing in stocks and shares—Sale of shares 
acquired from managing director at a profit— 
Whether a trading profit. 

Dunn Trust, Ltd. v. Williams (Ch., 
July 14, 1950, T.R. 271) was curious in that 
the decision reached by the General Com- 
missioners was hard to reconcile with their 
own findings of fact. The company was 
obviously a one-man company originally 
financed partly by a Mr. Kerman, the 
managing director, and partly by bank 
overdraft. The business was solely that of 
money-lending. It was successful ; and, in 
1940, Mr. Kerman owed the company a 
large sum and it was then decided that the 
company’s reserves ought not to be exclu- 
sively in the form of his debt. The company, 
therefore, in that year purchased shares 
from Mr. Kerman for £15,000 ; and it was 
a finding by the Commissioners set out in 
their case that the purchase was made with 
the object of finding an investment for the 
company’s reserves and with no intention of 
dealing in the said securities. In 1943 and 
onwards the company had, however, 
extended its activities to dealing in shares ; 
and it was not disputed that these dealings 
were trading transactions. In the period 
1944-1946 shares purchased by the company 
from Mr. Kerman were sold at a consider- 
able profit. Mr. Kerman had died in 1945 ; 
and the company went into liquidation on 
July 17, 1946. It was claimed by the Crown 
that the said profit was taxable as arising 
from trade ; and the General Commissioners 
had upheld the ciaim. In their case, how- 
ever, they set out the reasons for which the 
realisations had been made and these were 
not trading reasons. The point at issue was, 
fundamentally, whether, when the company 
became factually a dealer in stocks and 
shares, shares found to have been acquired 
as investments of its reserve became ipso 
facto part of its stock-in-trade. Vaisey, J., 
reversed the Commissioners’ decision, hold- 
ing that the facts found by them “ point, 
and point only, to the appropriate con- 
clusion.” 

Except for the fact that this case con- 
cerned a company, the principle involved 
was the same as that in Cooksey and Bibby v. 
Rednall (1949, 30 T.C. 314), noted in our 
issue of July, 1949 (page 185), a case 


apparently decided after the Commissioners’ 
decision. It must not, however, be deduced 
from these cases that, although original 
intention is of prime importance, assets 
originally acquired as investments cannot 
possibly become stock-in-trade. An indi- 
vidual or firm is, of course, unrestricted as 
to business activities save in special cases ; 
but a company can only do what it is 
authorised to do by its memorandum. The 
case under consideration is an illustration 
of the principle that the character of a 
transaction is not to be determined by what 
a company is empowered to do but by 
reference to the actual facts. And in normal 
cases, as here, proved primary intention 
may be decisive. 


We regret that by a typographical error the 
last paragraph of the above report of Dunn 
Trust, Lid. v. Williams was wrongly included in 
the report of London General Cab Co., Ltd. v. CIR. 
in our December issue. 


Estate Duty—Assurance policies—lInitial pre- 
miums paid by third party—Commutation of 
premiums by deceased—Policies settled by deceased 
—Death 29 years after commutation— Whether 
policies effected by deceased—Whether policies 
kept up by deceased—Customs and Inland 
Revenue Act, 1881, Section 38 (2)—Married 
Women’s Property Act, 1882, Section 11— 
Customs and Inland Revenue Act, 1889, Section 11 
(1)—Finance Act, 1894, Section 2 (1) (c). 

In Re Oakes (Ch., October 12, 1950, 
T.R. 313) was a case where deceased had in 
1904 effected three with-profits policies of 
life assurance of £2,000, £2,000 and 
£3,100 respectively in consideration of 25 
annual premiums of £74, £74 and 
£114 14s. respectively under the Married 
Women’s Property Act, 1882, Section 11, 
for the benefit of his wife but only in the 
event of her surviving him. The assured 
under the policies had the right to make 
them fully paid and this right was exercised 
on February 27, 1919, in respect of all three 
and the several amounts were provided by 
the deceased. In each case, however, the 
first two premiums had been provided by 
the wife’s father, who died in 1918. In July, 
1920, after the conversion, the deceased and 
his wife executed a voluntary settlement on 
trusts in favour of their daughters and their 
daughters’ issue. The deceased died on 
September 2, 1948, survived by his wife; 
and £20,830 was paid in respect of the 
three policies, representing the sums assured 
plus bonuses. 

The Crown’s claim was that Estate Duty 
was payable on a proportion of the policy 
moneys under Section 11 (1) of the Customs 
and Inland Revenue Act, 1889, which 
provides that : 

The charge under the said Section shall 
extend to money received under a policy of 


assurance effected by any person dying on or 
after June 1, 1889, on his life, where the policy 
is wholly kept up by him for the benefit of a 
donee, whether nominee or assignee, or a part 
of such money in proportion to the premiums 
paid by him, where the policy is partially 
kept up by him for such benefit. 


Upon behalf of the estate it was claimed 
that as the first two premiums on each policy 
had been paid by the wife’s father and seeing 
that payment of initial premiums was 
necessary to obtain the policies, they could 
not be said to have been “ effected” by 
deceased. This argument, clearly untenable, 
was rejected by Romer, J., as irrelevant. 
The second argument was that once the 
premiums had been commuted for lump 
sums they were no longer “ kept up,” but, 
if “kept up ” by anybody, it was by the 
deceased and his wife who had executed a 
settlement and dedicated them to a certain 
trust. As to this, the Judge said he did not 
understand the argument except on the 
footing that a policy was outside the Section 
unless the premiums were payable up to the 
time when it matured for payment and he 
therefore attached no weight to it. The 
third argument put forward was that the 
wife was not a “ donee ” within the Section. 
As to this, under the original settlement the 
wife’s interest was contingent upon outliving 
the deceased whilst the deceased had an 
interest contingent upon his being the 
survivor. Consequently, the policy was not 
wholly kept up by the deceased for the 
wife’s benefit. Romer, J., held, on construc- 
tion, that the word “ wholly” is related 
solely to the payment of the premiums and 
not to the beneficial interest of the donee. 

Continuing his judgment, he held that 
where there is a wife who is a nominee of a 
policy taken out under Section 11 of the 
Married Women’s Property Act, 1882, and 
moneys are paid by the husband to keep the 
policies on foot, the wife is a donee for whose 
benefit the policy is kept up. Accordingly, 
he found that the mere fact that the deceased 
had a beneficial interest in the policies 
between 1904 and 1920 did not prevent or 
displace the view that the wife for whose 
benefit primarily the policies were taken out 
was to be regarded as a donee for the 
purposes of the Section and that payments 
had been made for her benefit although not 
exclusively so. Holding that aii points of 
objection failed, he said that “ there is no 
difficulty in applying” his conclusions, 
following Attorney-General v. Meech (1931, 
15 A.T.C. 619) and Lord Advocate v. 
Inzievar Estates, Ltd. (1938, A.C. 402, 
17 A.T.C. 152). It is, however, not decided 
whether the proportion is to be determined 
according to the number of payments or 
their aggregate amount, although the 
general view is that it must be the latter 
criterion where, as here, the payments vary 
in amount. 
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Special Contribution—Dividends on shares in 
company—Interim dividends and final dividends 
in respect of same calendar year paid in different 
fiscal years— Whether dividends paid in 1947-8 
income of more than one full year—Finance Act, 
1927, Sections 34, 36, 39, Finance Act, 1948, 
Section 61. 

Fenwick v. C.I.R. (Ch., October 27, 
1950, T.R. 319), was noteworthy as a case 
concerning the Special Contribution im- 
posed by Part V of the Finance Act, 1948. 
The appellant was the holder until Decem- 
’ ber 11, 1947, of £12,950 of ordinary stock 
in N. H. & B. Collieries, Ltd., but on that 
date, upon a reduction of capital, his holding 
was reduced to £7,770. The dividend 
history of the company and of appellant’s 
holding was as shown below : 

There was included in the appellant’s 
aggregate income for 1947-8 for the purposes 
of the Special Contribution the dividends 
Band C, namely £1,942 10s., and appellant 
applied for relief under the Finance Act, 
1948, Section 61, on the ground that this 
amount represented more than the income 
from the asset “* which would be attributable 
to a period of one full year if the income 
were deemed to have accrued from day to 
day.” 

The Special Commissioners held, appar- 
ently, that no case for consideration arose at 
all, because in considering the amount of 
income attributable to the calendar year 
1946 they were entitled to take into account 
dividend A, and, on this view, the 
£1,942 10s. was no more than one year’s 
income on the day-to-day basis. Danck- 
werts, J., found the problem very puzzling, - 
as well he might ; but he held that there 
was a case for the Special Commissioners to 
consider whether some reduction should not 
be made to secure that there shall be taken 
“as representing the income from the 
assets” “‘an amount equivalent to a full 
year’s income therefrom,” but he expressed 
no opinion as to what the result would be. 
His lordship pointed out that it was difficult 
to know whether “ full year”? meant the 
financial year or the calendar year, which 
would be the same as the company’s year. 
As to this, there would seem to be no case 
for the calendar year save where it happens 
to be the year for which the accounts of the 
business are made up. Turning to the table 
of dividends, it will be seen that whilst. the 
Special Commissioners took into account 


Date received 


1/8/46 
31/5/47 
1/9/47 
23/4/48 
1/9/48 
13/4/49 


Description 


3% Interim 
12% Final 
3% Interim 
7% Second Interim 
3% Interim 
7% Final 


dividend A and the £1,942 10s. thus 
represented the full year’s dividend in 
respect of 1946, the same result would be 
obtained by adding B and C together. 
Thus, the £1,942 10s. would represent the 
full year’s dividends received in the fiscal 
year 1947-8, but would relate partly to 
1946 and partly to 1947, i.c. to more than a 
full year. It would seem, therefore, as if the 
Special Commissioners will have to do “ as 
may be just” without positive guidance as 
how they should do it. It is worthy of note 
that in the event of an application under the 
Section the applicant runs no danger of an 
increased charge; it is solely a relief 
Section. 


Income tax—Charity—Society for suppression of 
cruelty to animals—One object of the society 
consisting of opposition to vivisection and all 
experiments “calculated to cause pain”— 
Whether society one for charitable purposes only— 
Income Tax Act, 1918, Section 37. 

Animal Defence and Anti-Vivisec- 
tion Society v. C.I.R. (Ch., November 2, 
1950, T.R. 325) was a case in which a 
society claimed the benefit of the charitable 
exemption despite the fact that one of its 
objects, which the judge held to be a 
principal object of the society, was opposi- 
tion to “‘ vivisection and all experiments on 
animals ” calculated to “‘ cause pain ” (the 
quotation being taken from the Cruelty to 
Animals Act, 1876). In view of the House of 
Lords decision in National Anti-Vivisection 
Society v. C.ILR. (1947, A.C.31, 28 T.C. 311), 
it is difficult to see how Danckwerts, J., 
could do otherwise than affirm the decision 
against the society by the Special Com- 
missioners. At the same time, the case has 
an interest of its own. At the hearing before 
the Commissioners, no evidence was adduced 
by the Revenue, and it was contended before 
the Judge that in view of the large amount 
of evidence given in the previous case it was 
unnecessary to call it again as it would be 
a burden upon the Revenue to call such 
evidence on each occasion. As to this, the 
judge said : 

I do not think I can consider myself as 
entitled to take judicial notice of the evidence 
which was given in a different case. Quite 
true, the Inland Revenue was a party, but 
there was quite a different party, a different 
society, involved in that case, and it is 
evidence given between other persons. The 


general rule is that evidence given between 
other persons in another action is not evidence 
in some different action. Therefore, I shal! 
not feel myself at liberty to treat all the evidence 
given in the House of Lords case as having 
been before me in the present case through 
merely being asked to take judicial notice of it. 
In regard to this passage in the judgment, 
it has to be borne in mind that it would be 
manifestly unfair that evidence tendered 
and accepted in one case should be accepted 
without tendering in another, with no 
chance given of cross-examination upon 
perhaps quite different lines. 


Stamp duty—Voluntary disposition inter vivos— 
Declaration of trust—Power given to beneficiary 
to declare other trusts—Deed exercising power— 
Sum to be raised for beneficiary and remainder of 
property to be held in trust for his daughters and 
their issue—Stamp Act, 1891, Section 62— 
Finance (1909/10) Act, 1910, Sections 74, 96. 
Fuller and Shrimpton (Lord Rother- 
mere’s Settlement Trustees) ¥. 
C.I.R. (Ch. October 26, 1950, T.R. 309), 
was a case where an appeal was made from 
a decision of the C.I.R. that property dealt 
with under a power exercised by a deed of 
November 12, 1947, in pursuance of two 
declarations of trust, attracted ad valorem 
stamp duty as a conveyance or transfer 
operating as a voluntary disposition inter 
vivos within Section 74 of Finance (1909/10) 
Act, 1910. The main declaration of trust 
was one made by the present trustees in 
1933 and the material trusts declared were 
that the trustees should hold the income of 
certain bonds and £53,150 and the property 
for the time being representing the same on 
protective trusts for the benefit of the son 
of the settlor, the present Lord Rothermere, 
during his life and thereafter for his issue as 
defined who should be appointed and in 
default of appointment in trust for all his 
children. But, by a clause in the deed, the 
son might, the trustees willing, appoint new 
trusts. By a second deed of October 28, 
1942, £800 was added to the Trust Fund. 
On November 12, 1947, by a deed between 
the present Lord Rothermere and the 
trustees, £25,000 was to be raised entirely 
for his benefit and the remainder of the 
property held on trusts for the benefit of his 
daughters. Danckwertz, J., observed that 
such a declaration of new trusts under the 
1933 declaration did not at first sight bear 
any great resemblance to a conveyance or 
transfer but, taking Section 74 of the 1910 
Act in conjunction with Section 96 of the 
same Act and then turning to Section 62 of 
the Stamp Act, 1891, he held that, owing to 
the decision in Stanyforth v. C.ILR. (1930, 
A.C. 339), he was compelled to give it the 
artificial meaning contended for by the 
Revenue, the result being that the trust fund 
less £25,000 was liable to ad valorem stamp 
duty. 


. 


: 
re Fo Period covered Gross Payment 
(Calendar years) i ae * 
A 1946 388 10 0 
B 1946 ' 1,554 0 0 
Cc 1947 388 10 oO 
D 1947 543 18 o 
E 1948 233 2 0 
F 1948 543 18 o 
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The Student’s Tax Columns 


CHANGES IN ACCOUNTING DATE 
The Effect on the Bases of Assessment under Schedule D, Cases I and II 


THE INCOME FROM BUSINESSES IS ASSESSED (I.E. MEASURED 
for income tax purposes) by reference to the profits disclosed 
by the financial accounts (adjusted, as already explained, 
according to the rules laid down). But it is rarely that the 
accounts of the same year as the year of assessment form 
the basis. Normally the basis is the financial account ended 
in the preceding year of assessment. This has merits and 
demerits. The chief merit is that the results of last year are 
known, and by taking them as the measure of this year’s 
income for tax purposes, delays are avoided. The chief 
demerit is that in a bad year, tax has to be found quite often 
on an assessment based on the better results of the year 
before.’ 

Special rules have to be applied for the early and closing 
years of a business. These were discussed in the December, 
1950, issue of ACCOUNTANCY. 

In this article we deal with the position where there is a 
change in the accounting date. 


THE NORMAL BASIS 


In order that an account shall form the basis of assessment 

for a year of assessment, there are four rules to be satisfied : 

(1) It must be au account ended in the previous year of 
assessment ; 

(2) It must be the only account ended in that year ; 

(3) It must be a twelve months’ account ; and 

(4) It must have commenced on the day the business com- 

menced or on the day following the end of the account 
forming the basis of the previous year’s assessment. 

If any of these four rules is broken, i.e. wherever there is 
a change in the date to which accounts are made up, then 
the following is the result : . 

(2) The Commissioners of Inland Revenue (C.I.R.) shall 
decide what period of twelve months ended in the 
preceding year of assessment is to form the basis ; 

(b) They may then go back and adjust the next previous 
assessment on the basis uf a corresponding period. In 
practice, it is usual for a corresponding adjustment to 
be made, and this is how it is normally done. 

The C.I.R. decide that the basis for the year of assessment 
first affected by a change in date is to be the profits of 
twelve months to the date that the trader proposes to adopt 
as his normal accounting date in future. 

They then review the situation for the year before, 
bearing in mind that a change in date would mean that 
there is either a gap or an overlap of basis periods, and this 
might prejudice the Revenue or the taxpayer according to 
whether the profits were relatively low or high. To get over 
the possibility of unfairness, the C.I.R. have adopted a 
system of averaging, arriving at a figure somewhere 
between the original assessment and a “ revised by date” 
assessment of the previous year (i.e. the “ corresponding 
period ”’), 


The following are examples of changes in date (not new 
businesses) : 
(1) Accounts made up : 


12 months to Sept. 30, 1948 Profits £36,000 
12 months to Sept. 30, 1949 18,000 
g months to June 30, 1950 12,000 


Future accounts to be made up to June 30 in each year. 


1949/50 Original assessment £35,000 
1950/51 Original assessment 18,000 
1951/52 Profits of year to June 30, 1950, 

= x £18,000 + £12,000 = £16,500 
1950/51 If amended to “ corresponding 

period,” i.e. 12 months to June 30, 1949, 

= x £36,000 + - x £18,000 = £22,500 


To average, the C.I.R. have regard to the profits of all 
the accounting periods any part of which enters into the 
computation of the assessment for (a) the year first affected 
by the change in date and (6) the year based on the “ cor- 
responding period.” In this case, the profits in question 
are: . 


12 months to Sept. 30, 1948 £36,000 
12 months to Sept. 30, 1949 18,000 

9 months to Sept. 30, 1950 12,000 
33 Aggregate £66,000 


The C.I.R. consider how many years of assessment are 
affected by the profits of the accounting periods in question. 
In this case, there are three such years. The C.I.R. therefore 
expand the aggregate profits on a time basis, to arrive at 
the proportionate figure for the three years, viz. : 


36 x £66,000 = £72,000 


The assessments for the three years 


now have to total £72,000 
There has been assessed : 1949/50 £36,000 
There will be assessed: 1951/52 
(as above) 16,500 
52,500 
Leaving for 1950/51 £19,500 
—_—_ 


As this is between the original and the “ corresponding 
period” figures, the C.I.R. will adopt it. £18,000 has 
already been assessed, so an additional assessment will be 
made in the sum of £1,500. 

It is well to remember that the taxpayer who does not 
like the C.I.R.’s decision can appeal to the General or 
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Special Commissioners (in respect of the corresponding 
period only), but this is not likely to arise. 
(2) 12 months to Sept. 30, 1948 Profits £12,000 
12 months to Sept. 30, 1949 30,000 
g months to June 30, 1950 24,000 
33 £66,000 
June 90 is to be the future accounting date. 
194;1/52 The C.I.R. decide on 12 months 
to June 30, 1950 


3 x £30,000 -+ £24,000 = £31,500 


12 

1950/51 Corresponding period would be 12 
months to June 30, 1949 

3 

12 

Here again, all three periods enter into the case. 


xX £12,000 + 2 xX £30,000 = 25,500 


£72,000 


1949/50 assessment (on year to 


30.9.48) 
1951/52 assessment as above 


£12,000 
31,500 
43,500 


Balance for 1950/51 assessment 
Original assessment 1950/51 (on year to 
30.9.49) 


Reduction 


28,500 
30,000 
£1,500 
£14,000 


30,000 
22,000 


12 months to Sept. 30, 1948 Profits 
12 months to Sept. 30, 1949 
6 months to March 31, 1950 


£66,000 
March 31 to be future accounting date. 
1950/51 The C.I.R. select 12 months to 
March 31, 1950 : 
6 
== £30,000 + £22,000 = £37,000 


1949/50 The corresponding period would be 
the 12 months to March 31, 1949 


S x £14,000 i xX £30,000 = £22,000 


In this case the assessments that may be affected are those 
for 1949/50 and 1950/51 only. The profits of the 30 months 
are therefore reduced proportionately to 24 months. 


= x £66,000 = 
Assessed 1950/51 


£52,800 


37,000 


Leaving for 1949/50 15,800 
Already assessed 14,000 


Additional £1,800 


(4) 12 months to March 31, 1948 Profits £1,600 
12 months to March 31, 1949 3,200 
15 months to June 30, 1950 2,400 


39 £7,200 
June go to be the future accounting date. In this case, 
the C.I.R. have to decide for 1950/51 and 1951/52; and 
1949/50 will be based on the corresponding period. 
The C.I.R. would decide : 
1951/52 Profits of year to June 30, 1950 


= x £2,400 = £1,920 


1950/51 Profits of year to June 30, 1949 

2 

12 

1949/50 The corresponding period would be 
12 months to June 30, 1948 


2 x £1,600 + x £3,200 = £2,400 


As the accounts in question would affect assessments for 
4 years (1948/49 would have been based on the year to 
March 31, 1948), the C.I.R. would expand the profits so 
that the total assessments for the 4 years exactly equalled 
4 years’ profits at the average rate of the actual profits for 


xX £3,200 + x x £2,400 = £2,880 


_the 39 months. 


48 

— X 3200 = 

= £7,200 

Assessed : 1951/52 
1950/51 
1948/49 


£8,862 


6,400 


Leaving for 1949/50 2,462 
Already assessed 3,200 


Reduction £738 


The C.I.R. will not apply the above solutions where :— 
(a) The “average” computation gives a figure in sub- 
stitution for that of the “ corresponding period” 
not intermediate between the original assessment 
and the computed profit of the corresponding period ; 
(6) there is a marked seasonal fluctuation in profits ; 
(c) losses are involved ; 
(d) any of the years is affected by the rules for new or 
discontinued businesses. 

In these cases, the averaging method has to be modified 
in some way which will follow the general principle of 
equating the average rate of assessments over the years 
affected to the average rate of profits. 

Finally, the C.I.R. do not normally take any action by 
way of averaging where the balancing method would bring 
out a figure for the year based on the corresponding period 
which differs by only a relatively small amount from the 
unrevised figure. They usually regard as relatively small a 
difference not exceeding 10 per cent. of the average of the 
current and preceding year’s assessments, if that difference 
is less than £1,000. 
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FINANCE 


The Month 


Renewed Aggression 


THROUGHOUT THE PAST MONTH THE STOCK 
markets have been under the influence of 
Chinese aggression in Korea and growing 
evidence of scarcity of raw materials, 
actual or in the near future. Up to the end 
of the first week in December prices in 
most sections were falling more sharply than 
for some time past, but from then until mid- 
month there was a recovery. The position 
appears to be that there is an underlying 
strength and that as soon asa few days pass 
without unmistakably bad news buyers 
come in. The volume of business is still 
quite considerable and the net fall to date 
is not much heavier than that which 
occurred in November. According to the 
principal indices compiled by the Financial 
Times, the changes between November 21 
and December 21 were: Government 
securities from 108.94 to 106.96, industrial 
ordinary shares from 117.4 to 115.6 and gold 
mines from 112.75 to 108.32. The last-named 
index had been down to 104.42 on Decem- 
ber 5. 

The rather better tone appears to be 
based on the belief that means will be found 
to avoid both a full-scale clash with China 
and a complete abandonment of the original 
objectives of action in Korea. It remains to 
be seen whether this rather qualified 
optimism will be justified. Meanwhile the 
greater shortage of many raw materials has 
had little effect on the shares of the com- 
panies producing them, while it has 
restrained expectations of sharply rising 
industrial profits from rearmament. While 
the official announcement of the suspension 
of Marshall Aid had no effect on the market, 
the same may not be true of any information 
which is published on the outcome of talks 
on the split-up of the burden of rearmament 
and the allocation of scarce materials—and 
almost all essential materials ate in short 


supply. This fact and the probability that 


any extensive switch to rearmament will 
reduce production as a. whole are the 
principal factors likely to affect the output 
of industry. The level of profits will be 
determined by them and by whatever 
action is taken to combat incipient inflation. 


Shortage of Power 


Un‘ortunately it is not only imported raw 
materials which are likely to be in short 


in the City 


supply. The whole country is liable at any 
peak hour to suffer electricity cuts, while 
the coal situation is again becoming critical. 
Actually the report of the National Coal 
Board for the third quarter shows that 
earnings were insufficient to cover the 
interest charge. While this owes something 
to the reduced summer prices for domestic 
coal, which will presumably be recovered 
during the winter, a further cause is the fall 
in exports. It is clear that quite apart from 
the question of manpower, the country is 
likely to be faced with a lack of both 
materials and power if it tries to. graft a 
really extensive arms programme on to the 
present level of civilian consumption. 

It is, therefore, rather surprising that the 
investor should be as optimistic as the 
present level of prices suggests that he is. 
Whether he is justified or not cannot be said 
until something is known of the outcome of 
the talks with America now proceeding on 
these subjects. Also, the results of those 
talks will have their effect on next year’s 
Budget problems which must be, in any 
case, difficult ones. It is evident that one of 
the principal sufferers from any coming cuts 
is likely to be non-military capital expendi- 
ture. The second report of the British 
Electricity Authority made it very clear that it 
is restriction of permits to build new power 
stations that is responsible for its failure to 
meet demand, and it is to be feared that 
cuts of this sort will be commoner in future 
than in the recent past. 


Japanese Bonds 
Amidst all the troubles in the Far East, 
Japan is rapidly improving its position and 
has now reached a point at which she is 
financially independent of the United States. 
Further, that country has abandoned all 
idea of claiming reparations from Japan. 
In these circumstances the holder of 
Japanese bonds is encouraged to believe 
that there is some hope of a resumption of 
interest payments, if not of some repayment 
of capital. The principal impediment to 
any such action is the fact that our own 
Government will only consider such pay- 
ments as part of a general settlement to be 
incorporated in a peace treaty—and prob- 
ably only as a minor part at that, since so 
far at least we have not abandoned repara- 
tions. However, it may well be the case 


that holders should be organised to make 
their desires known and felt. Those who 
believe this to be so may get in touch with 
Mr. William Teeling, M.P., who has a long 
association with Japan and believes that 
they would not be disinclined to resume 
payments as part of any general settlement, 
even if that fell short of a full peace treaty. 


Rubber and Tin Levies 
The Malayan rubber industry has been so 
far successful in its protest against the new 
rubber levy as to secure a marked reduction 


- in the rate and a considerable improvement 


in the method of levying it upon the 
industry. The duty now rises in equal steps 
with each increase in the price of the com- 
modity, while the basis of taxation is to be 
the average price of the previous fortnight. 
The tax is still very high. It is also com- 
bined with a complicated replanting cess 
operating when the price of rubber is above 
1s. 43d. The industry has been protesting 
that it is still the only one to be asked to pay 
additional special taxes. But it has recently 
been reported that the Malayan Govern- 
ment has in preparation an increased tax 
on tin exports, and it is indeed likely that 
an attempt will be made to replace in some 
way the revenue lost by the concessions to 
the rubber growers. 


REVALUED ASSETS 
During its past financial year the freehold 
land and buildings owned by Fillery’s 
Toffees were revalued, with the result that 
there was a surplus of £34,686 over the book 
figure. The book figure is therefore lifted 
by this amount, the company applying 


£20,629 towards writing off goodwill and 


taking the balance of £14,057 to a reserve 
to provide for a proposed scrip distribution. 
This reserve is brought up to the required 
£25,000 by transferring to it the £10,909 
E.P.T. post-war refund reserve. This is a 
simple method of removing intangible assets 
from the balance sheet and it has become 
increasingly popular. 


THE USE OF COLOUR IN THE 
PRACTICE 


Readers will remember the article by Mr. 
Ancrum F,. Evans, A.C.A., published in our 
October issue (pages 354-5) under this title. 
Those who wondered how to implement the 
suggestion of a “Work State Board” will be 
interested to know that boards are now available 
from Celoplan Publications, 29, Marylebone 
Lane, London, W.1. 


APPOINT MENT 


Thomson McLintock and Co. and Cooper 
Brothers and Co. have been appointed by the 
Minister of Supply as auditors of the accounts of 


the Iron and Steel Corporation of Great Britain 


for the Corporation’s first financial year. 
27 
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Letters to the Editor 


What the Business Man Expects 
fre the Accountant 


Srr,—I was so intrigued by the address 
given by the Vice-Chairman of the Metal 
Box Co., Ltd., at the recent Incorporated 
Accountants’ Course at Balliol College, 
Oxford, (reproduced on pages 392-96 of 
your November issue) that I feel justified 
in overlooking my humble status as a 
student, by commenting upon his remarks. 

Mr. Ryan’s address held my interest 
for two reasons. Firstly, he implied that 
there should be modifications of the 
examination syllabus, and secondly, he 
touched on the once-and-for-all decision 
which must be made by the majority of 
newly-qualified accountants—whether to 
apply their knowledge to the profession 
or to industry. 

Concerning the first point, no new subject 
is specifically mentioned in the address. 
Indeed, I find it difficult to conceive how 
any such subject could be included in the 
syllabus, since it must embrace affairs of 
management and financial control. : In my 
opinion the existing syllabus is sufficient 
to meet any reasonable requirements. 
(Many students will no doubt contend that 
it is more than sufficient !). It is generally 
agreed that the preparation of accounts 
and taxation are fundamental: superimpose 
upon these subjects those of costing, 
economics, general commercial knowledge, 
and various aspects of the law (all of which, 
if not directly useful, do tend to sharpen the 
business acumen) and a sound basic training 
is provided. The word “ basic ” is important, 
for an accountant’s training is essentially 
a theoretical and fundamental one. From 
it flourishes the ability to understand more 
practical problems, which are usually 
dissimilar from industry to industry. No 
modification of the syllabys could be expec- 
ted to provide that particular kind of techni- 
cal ability, which is admittedly an essential 
acquirement, but which is so diverse in the 
business world. 

The decision whether or not to enter 
commerce is a difficult one for the account- 
ant to make. The newly-qualified man 
will, in most cases, have a general idea of the 
work entailed in a professional office, 
but his knowledge of commercial accounting 
is usually confined to the text-books, and 
in particular to those books on costing. 
He does not, therefore, know what is 
expected of him if he enters commerce. 
Mr. Ryan in his address refers to the 
“Chief Accountant,” but his remarks 
also affect the novice who may one day rise 
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to greater heights. The address informs us 
on the accountant’s ultimate duties in the 
commercial world, and the beckoning finger 
raised in its concluding paragraphs may 
well constitute an inducement to new 
members of the profession. 

The young accountant who takes a 
commercial post enters upon a new period 
of learning. The question then becomes, 
not so much “ what is expected of him?” 
but rather “ how can he be enabled to give 
of his best?” In addition to training, he 
must receive sympathetic encouragement 
and a continuous liaison between himself 
and his immediate superiors. The reward 
of this policy may be the emergence of a 
“Chief Accountant,” fully and pro- 
gressively adapted to his surroundings—a 
square peg in a square hole! 

Yours faithfully, 
J. N. Potiarp. 

Luton. 

December 7, 1950. 


Distribution to Proprietors of Capital 
Profits 

Sir,—I refer to the query from a reader 

under the above heading and your editorial 

reply, on pages 415-16 of the November 


issue of ACCOUNTANCY. 


I have a case where there is a capital 
profit (after reviewing all the assets), which 
it is proposed to distribute, in a director- 
controlled private company. 

There are two main queries: 

(1) The company is liable to profits tax 
and has considerable non-distribution relief 
available. Is there a distribution charge in 
these circumstances? In the course of 
conversation (on another case) with the 
Inspector of Taxes who will deal with the 
accounts of the company, he stated that 
such a capital distribution would be liable 
under Section 36 (1) (c) under the “ or 
otherwise ” heading. 

(2) With regard to sur-tax, do you con- 
sider that there would be a liability of the 
recipients in view of the last sentence of your 
editorial reply? The accounts are sub- 
mitted to the Special Commissioners 
annually and clearance, so far, obtained. 

There is so little definite case law on 
either profits tax or sur-tax to give specific 
guidance that your opinion would be 


[Our Taxation Correspondent writes: 

(1) It is essential to appreciate that while a 
capital profit is not chargeable to profits tax, 
the source of the asset which is distributed is 
immaterial when considering whether there has 
been a distribution. The idea behind Section 36 
is that any assets which a company hands to its 
shareholders are to be deemed to be paid on 
account of profits until those profits are 
exhausted. The capital distribution will not 
attract income tax or sur-tax (if properly made), 
Any cash bonus is a distribution for profits tax; 
moreover, in the case of a director-controlled 
company, any amount applied for the benefit 
of a member is a gross relevant distribution, 
unless specifically exempted (e.g. repayment of 
a loan or authorised reduction of capital). The 
usual rules must be applied to arrive at the net 
relevant distribution and any distribution 
charge. 

(2) Without seeing the accounts and knowing 
all the facts, it is impossible to give an opinion. 
There is nothing to prevent the Special Com- 
missioners from considering that a company that 
pays away a capital profit is apparently “ well 
breeched ” and capable of paying dividends! 
Everything depends on all the facts.—Editor.] 


Private Companies and Estate Duty 


Str,—I am interested as executor of a 
deceased client in a case similar to the one 
to which reference is made in the December 
issue of AccouNTANCY (pages 446-7), but in 
this case out of 46,000 fully paid shares the 
deceased held practically go per cent. 

In valuing the shares under Section 55 of 
the 1940 Finance Act, I have claimed that if 
the fixed assets are valued higher than the 
written-down value, the profits tax and 
income tax which would arise on the sale of 
the fixed assets at such valuation should be 
treated as a liability of the company. I am 
also claiming that the non-distribution 
relief in respect of profits tax since January 1, 
1947, should also be treated as a liability in 
valuing the shares. 

I see no reason why in the case quoted a 
dividend should not be voted to cover the 
estate duty. The beneficiaries would be able 
to avoid liability to sur-tax under Section 34 
of the Finance Act, 1927, so far as the 
dividend relates to the deceased’s shares, 
and the other shareholders could have their 
sur-tax liability evened out over the years 
the profits were earned. 

If liquidation took place there would be 
profits tax up to the amount that relief has 
been given in excess of the 10 per cent. rate 
from January 1, 1947, but this could surely 
be claimed as a deduction. 

If steps were taken in accordance with 
suggestion No. 3, a direction under Section 
21 of the 1922 Finance Act would almost 
certainly arise. 

Yours faithfully, 
Percy G. Srempripce, F.s.A.A. 

Birmingham. 

December 15, 1950. 
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Publications» 


GENERAL COMMERCIAL AND _ FINANCIAL 
KNOWLEDGE FOR EXAMINEES. By E. Miles 
Taylor, F.C.A., F.S.A.A. 1950 edition. (Text- 
books, Ltd., London. Price 12s. 6d. net.) 

This is a very good book for beginners. It 
commences with a full description of office 
methods, correspondence, filing, and the 
papers in relation to importing and export- 
ing, together with customs and excise 
requirements. It then goes on to describe 
the work of such institutions as the Board of 
Trade, Port of London Authority, and 
Chambers of Commerce. Later chapters 
deal in an elementary way with the Stock 
Exchange and the documents in use for its 
transactions; money and _ banking ; 
methods of finance ; and the procedure of 
the Bank of England. It also gives a useful 
introduction to the law of contracts and 
agency, and of negotiable instruments, as 
well as company law and procedure at 
meetings. 

It is a very suitable book to put into the 
hands of students, covering the matters 
necessary for Intermediate accounting 
examinees. It has evidently been prepared 
with the Intermediate examinations in mind 
and covers the syllabuses in a full and 
adequate way. W. J. B. 


INSOLVENCY PRACTICE. By J, Snaith, A.s.A.A., 
(Gee @ Go. (Publishers), Ltd. London. Price 
255. net.) 

This is a book difficult to review having 
regard to the preface in which the author 
with undue modesty states that his work 
is neither a text-book nor a book of reference. 
It is, he says, a somewhat lengthy lecture 
on Insolvency Practice, in which an en- 
deavour has been made to bridge the gap 
between theory and practice. 

The reading matter occupies some 246 
pages. Of these, 112 are devoted to bank- 
Tuptcy, 52 pages to deeds of arrangement, 
29 to voluntary liquidation, 16 to compul- 
sory liquidation, 19 to receivership and 18 
to introductory matter. Thus, almost 
exactly two-thirds of the book is devoted 
to bankruptcy and deeds of arrangement. 
This is undoubtedly the most valuable part 
of the book. The sections on liquidation 
and receivership do not give the same 
detailed guidance as do those on bankruptcy 
and deeds of arrangement. 

It is quite obvious from the contents 
that the author has had long practical 
experience of preparing for meetings of 
creditors and the administration of both 
dees of arrangement and County Court 
bankruptcy estates. It is perhaps a matter 


for regret that the small differences in 
procedure between cases in the High Court 
and County Court have not been dealt 
with in the book. This may lead a High 
Court practitioner into the error of thinking 
the book to be unreliable. That would 
indeed be a pity. The differences in pro- 
cedure are so minor, the painstaking 
effort of the author so great, and his work 
in general so valuable, that these differences 
may be ignored or at least allowed for. 

There is perhaps one point of High Court 
procedure, and indeed this may apply to 
some County Courts, in which the difference 
is more important. The present High 
Court taxing regulations require that each 
separate operation on which a solicitor 
is employed in bankruptcy, such as : 

(1) Attending the public examination ; 

(2) Issuing a writ against a book-debtor, 

etc. 
must be authorised by a separate minute 
of the Committee of Inspection and the 
limit of costs fixed for each. The book 
does not mention the point and it should be 
read with this warning. 

While there are some ways in which the 
book might be slightly modified on a re- 
vision—for example, by mention under the 
bankruptcy section instead of the liquida- 
tion section that the trustees’ bond premium 
may be paid for out of the estate with the 
sanction of the Committee—these are again 
only minor points. Regarded as a whole, 
the book is one that should be bought and 
read. The sections relating to liquidation 
and receivership, if developed on the same 
lines as the bankruptcy section, could well 
be a boon to the practising accountant 
making his first acquaintance with the 
subject. D. M. 


STORES CONTROL PROCEDURES. By H. H. 
Norcross, F.c.w.A. (The Office Management 
Association, London. Price 5s. net.) 

The author of this little book, as the 
director of a firm of business consultants, 
has had the opportunity of examining the 
stores control systems in many concerns. 
Thus he offers sound advice to those faced 
with the problem of installing and running 
such a system in an industrial company. 

The book is based on a paper presented 
at a one-day conference held by the Office 
Management Association, and added to it 
are three short appendices and an illustrated 
supplement of machines and devices demon- 
strated at the conference. About a score of 
manufacturers -were represented at the 
demonstration, and the supplement of 


' twenty pages, covering half the book, 


provides a useful summary of the equipment 
—punched-card machinery, various types of 
accounting and calculating machines, ledger 
cards, visible card records, indexes, wall 
charts, loose-leaf books, and so on—which 
can be used in stores control. The author 
emphasises that equipment should be 
selected to meet the needs of the business ; 
the system should not be adapted to suit the 
particular machine. 

The paper read at the conference deals 
mainly with the fundamentals of stock 
control—its objects, the form it should take 
and the physical arrangements for handling 
stock—rather than the design of clerical 
procedure. Comments are also made on the 
use of the different types of equipment 
demonstrated. 

Appendix A summarises Mr. Norcross’s 
replies to some questions asked at the 
conference. Appendix B explains the 
technique of stock recording used by the 
Standard Motor Company, Ltd., in their war- 
time production of aircraft. This is an 
interesting but very specialised application 
of punched-card methods. As there are 
about 20,000 parts in a plane and several 
of the same part might be required, the 
stock record was extended so as to express 
the stock available in terms of planes. 
Appendix C describes a simple system of 
control employing handwritten records filed 
in visible-index cabinets. It is in use by a 
manufacturer of machines, the number of 
items in store running into about 12,000. 

G. M. 


BOOKS RECEIVED 


AUDITS BY CERTIFIED PUBLIC ACCOUNTANTS. 
Their nature and significance. (American 
Institute of Accountants, 270, Madison Avenue, 
New York, 16, N.Y., U.S.A. Price $0.50.) 
SPICER AND PEGLER’S INCOME TAX AND 
PROFITs TAX. Nineteenth edition, by 
H. A. R. J. Wilson, r.c.a., F.8.A.A. (AF.L. 
(Publishers), Ltd, and Sir Isaac Pitman & Sons, 
Ltd. Price 27s.6d. net.) A supplement is 
included covering the Finance Act, 1950. 
TESTS IN THE PRINCIPLES OF ACCOUNTS. By 
W. T. Smith, m.com. (Sir Isaac Pitman & 
Sons, Lid. Price 1s. 6d. net.) 
THE ASSIGNMENT OF CHOSES IN ACTION. By 
O. R. Marshall, m.a., PH.D., Barrister-at- 
Law. (Sir Isaac Pitman & Sons, Lid. Price 
30s. net.) 
LAW OF BANKING. By Lord Chorley, M.aA., 
Barrister-at-Law. Third edition. (Sir Isaac 
Pitman & Sons, Ltd. Price 18s. net.) 
KELLY’S DRAFTSMAN. By W. J. Williams, 
B.A., Barrister-at-Law. Ninth edition. 
(Butterworth & Co. (Publishers), Ltd. Price 
50s. net.) - 
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Legal 


Notes 


Dismissal of Servants. 

Where no misconduct is alleged and no 
express provision about length of notice has 
been made in the contract of service, either 
master or servant is entitled to reasonable 
notice from the other ; what is reasonable 
is a question of fact dependent upon all the 
circumstances of the case. In any particular 
case, therefore, it is very hard to be sure 
what length of notice is reasonable and it is 
unsafe to rely heavily on decisions which the 
Courts have given on different facts. 
However, the recent decision of Parker, J., in 
Mulholland v. Bexwell Estates Co., 
Ltd. (1950, W.N., 502) may be a useful 
guide. A company manager, whose duties 
were little more than those of a superior 
clerk, was engaged on trial, no fixed period 
of trial being agreed, and he was paid a 
weekly salary of £10. His lordship found 
that the engagement was for an indefinite 
period of less than a year and that three 
months was a reasonable notice. 

It seems to be in the interests of both 
masters and servants that uncertainty 
should be removed by inserting in every 
contract clear provisions about length of 
notice. 


Repayment of Australian Stock—Meaning of 
** Pounds Sterling.” 

In 1895 the Queensland Government 
issued debentures for varying amounts “ in 
pounds sterling,” one of the conditions being 
that the principal sum should be repayable 
on January 1, 1945, in Brisbane, Sydney, 
Melbourne or London, at the option of the 
holder. In 1927 the Commonwealth of 
Australia took over from the Queensland 
Government the liability for these deben- 
tures and issued inscribed stock subject to 
the condition that the stock conferred on the 
holders for the time being the same rights as 
had been conferred by the Queensland 
debentures. When the time came for 
redemption, certain holders contended that 
they were entitled either to be paid in 
London the nominal amounts of their stock 
in English currency or to be paid in 
Australia the equivalent in Australian 
currency of such amounts of English 
currency. The High Court . fAustralia held 
by a majority that the hc lders were entitled 
to be paid only the nominal amount of their 
stock in Australian currency and the 
holders’ appeal against that decision has 


go ; 


now been dismissed by the Judicial Com- 
mittee of the Privy Council in Bonythonn 
v. Government of Australia (1950, 
W.N., 521). 

Their Lordships said that the substance 
of the matter was the meaning of the words 
*“‘ pounds sterling” in the original deben- 
ture and that question must be decided in 
the light of the circumstances existing in 
1895 when the debenture was issued. At 
that date the words were equally apt to 
describe both English pounds and Queens- 
land pounds. The obligation to repay was 
substantially the same whether repayment 
was to be made in Australia or England, 
for the place of repayment was a mere 
matter of the holder’s convenience. It was 
the Queensland Government that raised the 
loan ; such a Government might conceiv- 
ably authorise the raising of a loan in terms 
of a currency other than its own, but where 
it used words that were apt to describe its 
own currency, the strongest evidence would 
be required to show that some other 
currency was meant. No such evidence 
existed in this case and therefore the law 
of Queensland governed the meaning of the 
words “ pounds sterling.” 


Foreign Company in Liquidation—Rights of 
Judgment Creditor in Execution. 

S., Ltd., a company incorporated in South 
Africa, had become indebted to V. in 
England. After protracted proceedings V. 


recovered judgment and issued two writs of ~ 


fieri-facias. On March 28, 1950, before 
execution had been levied for the fullamount 
due, a petition for winding-up S., Ltd. 
in England was presented. V. then applied 
under Section 325 (1) (c) of the Companies 
Act, 1948, for an order that he should be 
entitled to retain against the liquidator the 
benefit of the two writs of fieri-facias. 

In re Suidair International Airways, 
Ltd. (1950, 2 A.E.R., 920) Wynn- 
Parry, J., followed the decision in Re 
Grosvenor Metal Co., Ltd. (1949, 2 A.E.R., 
948) (see ACCOUNTANCY, January, 1950, 
page 36) and granted the order. He said 
that S., Ltd., had put every possible 
obstacle in the way of V’s first obtaining 
his judgment and then obtaining any fruits 
from that judgment: S., Ltd., had no 
merits in the matter and it would be unjust 
that other creditors, claiming through that 
company, should deprive V. of the fruits of 


his judgment. 


There was the further complication in the 
Suidair case that as early as December 31, 
1949, a petition for liquidation had been 
presented against S., Ltd., in South Africa : 
V. had no knowledge of the proceedings 
until January 24, 1950, when judgment had 
been signed but the writs not issued. It was 
admitted that under South African law the 
execution would have been void, and the 
liquidator claimed that as the English 
proceedings were ancillary to those in 
South Africa, the Court ought to follow 
South African law on a point of substance 
(as opposed to procedure) such as this was. 
Wynn-Parry, J., referred to Re English, 
Scottish and Australian Chartered Bank (1893, 
3 Ch. 394). He refused to make any 
distinction here between matters of pro- 
cedure and matters of substantive rights. 
The simple principle was that the Court sat 
to deal with the assets of the foreign 
company which were within its jurisdiction 
and for that purpose it administered, and 
administered only, the relevant English law. 
V’s rights were therefore not to be decided 
under South African law and he was entitled 
to an order. 


BOOKS RECEIVED 


BOOK-KEEPING RAPID CouRSE. By Frank H. 
Jones, F.A.c.C.A., A.c.1.8. (Barkeley Book Co., 
Lid., 39, Lansdowne Road, Stanmore, Middx. 
Price—Strong paper cover 4s.6d., post free 
4s. 11d. Stiff cover 6s., post free 6s. 6d.) 
OXFORD ECONOMIC PAPERS (New Series). 
June 1950. Vol. 2, No. 2. (Oxford Univer- 
sity Press. Price 12s. 6d. net.) 


PROCEEDINGS OF THE AUSTRALIAN CONGRESS 
OF ACCOUNTING, 1949. Held in Sydney, 
November 21 to 25, 1949. (Congress Office : 
5, Bligh Street, Sydney, N.S.W. No price 
stated.) 


MODERN BUSINESS TRAINING AND THE METHODS 
AND MACHINERY OF BUSINESS. By J. K. 
Grebby. Seventeenth edition, by A. J. 
Bromwich, F.L.A.A. (Macdonald @& Evans, 
London. Price 8s. 6d. net.) 


GAMBLING : AN ETHICAL DISCUSSION. A 
report of the Social and Industrial Com- 
mission of the Church Assembly. (Church 
Information Board, Church House, Dean’s Yard, 
Westminster, London, S.W.1. Price 3s., by post 
35. 3d.) ° 

LETTERWRITING. By G. O. E. Henderson. 
(W. & G. Foyle, Ltd., 119-125, Charing Cross 
Road, London, W.C.2. Price 2s. 6d. net.) 


ECONOMICS FOR EVERYONE. By C. R. Curtis, 
PH.D., M.Sc. (ECON.). (W. & G. Foyle, Ltd, 
London. Price 2s. 6d. net.) 

PRACTICAL PROFITS INSURANCE. By E. G. 
Skinner, A.c.1.1. (Stone @ Cox, Lid., 44, Flett 
Street, London, E.C.4. Price 2s. 6d. net.) 
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THE SOCIETY OF 


Incorporated 


Accountants 


CAPITAL FOR SMALL BUSINESSES 


THE ANNUAL DINNER OF THE SOUTH OF 
England District Society of Incorporated 
Accountants was held at the Polygon 
Hotel, Southampton, on November 15. 
Mr. E. J. Waldron, F.s.A.A., President of the 
District Society, occupied the chair, and 
the guests included the Mayor of South- 
ampton (Alderman Dr. G. H. Barendt) ; 
Mr. A. Stuart Allen, F.s.a.a. (President of 
the Society of Incorporated Accountants) 
and Mr. I. A. F. Craig (Secretary) ; Sir 
Robert S. Wood, k.B.£., c.B., (Principal 
of University College, Southampton) ; 
Mr. O. W. Horne, m.c., F.c.A. (President 
of the South Eastern District Society of 
Chartered Accountants) ; Mr. F. Roberts 
(President of the Hampshire Law Society) ; 
Miss E. Cook (Chairman, Free Church 
Council) ; Councillor Mrs. M. Cutler, J.P. 
(Sheriff of Southampton); and _ other 
representatives of the professions and of 
commerce. 

Sir Robert S. Wood, k.B.£., c.8. (Principal 
of University College, Southampton), pro- 
posed the toast of “ The Society of Incorpor- 
ated Accountants and Auditors and the 
Accountancy Profession.” He underlined 
the very close co-operation which existed 
between the universities and the profession, 
and mentioned the various courses which 
the University College was holding for 
the accountancy students. He hoped that 
the co-operation of the profession would 
be extended to allow students of the College 
taking full-time courses to obtain practical 
experience. 

Mr. A. Stuart Allen (President of the 
Society of Incorporated Accountants), 
in his response, acknowledged the partici- 
pation of Sir Robert Wood and his College 
in the Universities scheme. 

The Royal Commission on Income Tax, 
to be set up under the chairmanship of 
Mr. Justice Cohen, would be concerned 
with the incidence of taxation in relation 
to the supply of capital for industry. At 
the Society’s annual meeting last May 
he referred to one aspect of the problem— 
the replacement of industrial assets out of 
undistributed profits as diminished by 
Overseas taxation. The latest index of 
wholesale prices showed an increase of 
175 per cent. over 1938. 

There was little hope of an appreciable 
flow of capital from personal savings, and 
the savings of institutions were normally 
invested in medium-term loans, whereas 
the dominant need was for permanent risk 
capital, 


The Industrial and Commercial Finance 
Corporation had an admirable record of 
an essential task adequately performed. 
Since its incorporation in 1945 it had 
invested approximately {£20 million in 
some 330 small and medium sized busi- 
nesses. The average investment was 
therefore £60,000. But a vast area remained 
which could not be irrigated from a 
national reservoir. The small individual 
business needed capital not in thousands 
but in hundreds. The natural source 
was the savings of the proprietor, but this 
was frustrated by taxation and the rising 
cost of living. 

He felt that every member should furnish 
instances, within his own knowledge, of 
new and growing undertakings and of the 
capital they required for development. 
Concrete but anonymous examples, sup- 
plied through the District Societies, would 
provide the evidence on which the Society 
would base its submission to the Royal 
Commission on Income Tax. 

The President conveyed the thanks 
of the Council to Mr. Waldron, Mr. 
C. J. B. Andrews, and the Committee of the 
District Society for their excellent work 
for members and students in the area. 

Mr. E. J. Waldron (President of the 
South of England Society), proposed the 
toast of the guests. 

The Mayor of Southampton (Alderman 
Dr. G. H. Berendt), in reply, expressed 
his appreciation of the advice given by 
Incorporated Accountants. Responses 
were made also by Mr. O. W. Horne 
(President of the South Eastern Society of 
Chartered Accountants) and by Mr. F. 
Roberts (President of the Hampshire Law 
Society). All were warmly received. 


INCORPORATED ACCOUNTANTS IN 
NORTHERN IRELAND 


THE ANNUAL DINNER OF THE INCORPORATED 
Accountants’ Belfast and District Society 
was held in Thompson’s Restaurant on 
November 24. The chairman was Mr. 
William Keith, rF.s.a.a., President of the 
District Society, and the guests included 
Major the Right Hon. J. M. Sinclair, p.v., 
M.P. (Minister of Finance, Northern Ire- 
land) ; the Deputy Lord Mayor of Belfast 
(Alderman P. Brown, c.B.E.) ; Professor 
F. H. Newark, B.c.L., M.A., Queen’s Univer- 
sity, Belfast ; Mr. A. Stuart Allen, F.s.a.a. 
(President of the Society of Incorporated 


Accountants), and Mr. I. A. F. Craig 
(Secretary) ; Dr. R. H. Harte, m.a. ; and 
Mr. E. J. Robson (Chief Inspector of 
Taxes). 

Mr. William Keith, r.s.a.a., President of 
the Belfast Society, proposed the toast of 
“His Excellency the Governor, and Pros- 
perity to Northern Ireland.” He said they 
had been singularly fortunate in having 
such men appointed to represent His 
Majesty as, first, His Grace the Duke of 
Abercorn and now Vice-Admiral the Earl 
Granville. 

To ensure prosperity there must be the 
desire, on the part of all, to work and to 
work hard. Secondly, there must be the 
opportunity to work hard. Thirdly, there 
must be adequate reward to the workers in 
all walks of life and freedom to spend their 
earnings as they considered desirable. Their 
Government had been successful in intro- 
ducing a number of new industries, and he 
hoped they would be able to attract to 
Northern Ireland a fair share of the work 
involved in the armament programme. In 
this connection the question of finance 
loomed large. Most businesses were working 
on the same capital as pre-war, and the 
heavy drain of taxation made it almost 
impossible to build up adequate reserves. 
It might be necessary for the government 
and the banks to come to the assistance of 
manufacturers. 

Major the Rt. Hon. J. M. Sinclair, p.v., 
m.P., Northern Jreland Minister of Finance 
and Deputy Prime Minister, responded. He 
was glad to think that, although they still 
had a relatively large percentage of unem- 
ployment, the general level of their indus- 
trial and commercial activity was high and 
was likely to remain so in the foreseeable 
future. Perhaps that did not really matter 
very much to members of the accountancy 
profession, who, if they lost a lucrative annual 
audit fee from a business concern on account 
of its financial difficulties, ensured for them- 
selves at least twenty years’ purchase of that 
fee in their charges for the liquidation. 
(Laughter.) Happily in these days liquida- 
tions were few and far between, and the 
activities of accountants were more fre- 
quently directed to advising their clients 
how they could best—legitimately, of course 
—avoid the full weight of the crippling taxes 
under which industry laboured. In these 
activities they perhaps resembled the Irish 
judge who was reputed to have said that he 
always tried to hold the balance as fairly 
as he could between partiality and impar- 
tiality. (Laughter.) 

Mr. H. F. Bell, F.s.a.a., Vice-President 
of the District Society, proposed the toast 
of “The City of Belfast.” He recalled 
hearing boasts about Belfast having the 
largest shipbuilding concern, the largest 
rope works and the jargest tobacco factory 
in the world. Whether these boasts could 


31 


the ee 
31, 
ecn 
ings 
was 

the ee 
the — 
lish 
in 
llow 
ance 
was, 
lish, 
893, 

any 
pro- 
zhts. 
t sat 
eign 
ction 

and 

law. 
ided 
itled 
k H. 
t Co., 
fiddx. 
free , 
ries). 
Iniver- 
GRESS 
dney, 
Mffice : 

price 
THODS 
J. K. 
A. Jj. 
Evans, 
= A Pe 
Com- 
Church i ce Ne a ee ee re 
j YN ard, 
by post 
Jerson. 
g Cross 
) 
Curtis, 
2, Ltdy 
E. G. 
4, Fleet 
| |_| 


Pee ae ie 


wi Sreith 4 a 


still be justified he did not know. But 
Belfast was still in the forefront in many 
respects. It seemed to be a natural pastime 
to criticise the City Fathers. But in Belfast 
there was genuine pride in the achievements 
of the civic administration ; and to the 
administrators, who had devoted their time 
and energy to building up and developing 
this fine city, a deep debt of gratitude was 
owed. 

Alderman Percy Brown, c.B.£., Deputy 
Lord Mayor of Belfast, replying, was able to 
announce that the Lord Mayor, Councillor 
W. E. G. Johnston, was making a satisfac- 
tory recovery from his illness. Alderman 
Brown acknowledged that during his four- 
teen and a half years with the corporation 
and in his tenure of office with the Northern 
Ireland Tuberculosis Authority he had 
received the utmost support from accoun- 
tants. He wished the Society continued 
prosperity. 

Professor F. H. Newark, B.c.L., M.A., of 
Queen’s University, proposing the toast of 
** The Society of Incorporated Accountants 
and Auditors,”’ said that from his earliest 
days he had the utmost admiration for those 
who were able to understand the mystery 
of figures and, what was even more wonder- 
ful, the mysteries, of money. Few, if any, 
professions called for higher standards of 
honesty, diligence and accuracy. The whole 
financial system, both public and private, 
depended upon the services of auditors and 
accountants. 

The Society existed for the maintenance 
of proper professional standards, for the 
education of young persons who wished to 
enter the profession, and for extending 
throughout the profession a sense of cor- 
porateness. 

Those were high ideals, and all would 
wish for their achievement. 

Mr. A. Stuart Allen (President of the 
Society of Incorporated Accountants), in 
his reply, said it gave him particular 
pleasure to be present at such a distin- 
guished gathering, which was a tribute to 
the esteem in which members of the Society 
in Northern Ireland were held by their 
compatriots. 

He welcomed the fact that the toast had 
been proposed by Professor Newark of 
Queen’s University, since the Society and 
the university had a common aim in ensur- 
ing that the training of students should be 
educational in the fullest sense of that word. 

Referring to Belfast as one of the most 
important industrial areas in the United 
Kingdom, he drew attention to the ever- 
expanding demand for new and modern 
capital equipment by all industrial and 
commercial undertakings and to the con- 
sequent need for additional risk capital. It 
was a novel situation that the country which, 
in the past, had provided capital for world- 
wide developments might now find that its 
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resources were inadequate to satisfy urgent 
domestic needs. He quoted the recently 
announced plan for the reorganisation of the 
coal industry as illustrative of the problem, 
and then referred to the Royal Commission 
that had been announced under the chair- 
manship of Lord Justice Cohen, and he 
urged that the submission of evidence to this 
Commission on behalf of the Society would 
afford an outstanding opportunity to mem- 
bers of the Society to make constructive 
proposals based on their intimate knowledge 
of the requirements of business under- 
takings throughout the country. 

He concluded with a warm tribute to the 
Belfast District Society in promoting the 
welfare of members and students in 
Northern Ireland. 

The toast of “ The Guests ” was proposed 
by Mr. A. Harbinson, a.s.A.a. Responses 
were made by Dr. R. H. Harte and by Mr. 
E. J. Robson, Chief Inspector of Taxes. 


LONDON STUDENTS’ SOCIETY 


As ANNOUNCED IN THE DECEMBER ISSUE OF 
AccounTANcy, the committee of the London 
Students’ Society has arranged two pre- 
examination courses for students—the first 
for Intermediate candidates and the second 
for Final candidates—at Ashridge College, 
Berkhamsted, 


SYLLABUS OF COURSES 
INTERMEDIATE COURSE—MARCH 15-21, 1951 
March 15: Methods of Book-keeping and 

Accounting. By Mr. J. D. Nightingirl, 
A.S.A.A. 

March 16: Profits Tax. By Mr. T. L. A. 
Graham, A.s.A.A. Capital Allowances. By 
Mr. T. L. A. Graham, A.s.a.a. Notes on 
Verifying Balance Sheet Items. By Mr. W. W. 
Bigg, F.c.A., F.8.A.A. Auditing Provisions of 
the 1948 Companies Act. By Mr.W.W. Bigg, 
F.C.A., F.S.A.A. Preparation and Presentation 
of Accounts Under the 1948 Companies Act. 
By Mr. W. W. Bigg, F.c.A., F.S.A.A. 

March 17 : Group Accounts. By Mr. A. E. 
Langton, LL.B., F.C.A., F.S.A.A. Accounting 
Points in Partnership. By Mr. R. Glynne 
Williams, F.c.A., F.T.1.1. Legal Points in 
Partnership. By Mr. R. Glynne Williams, 

‘F.C.A., F.T.1.1. Branch Accounts—Amalgama- 
tions. By Mr. R. Glynne Williams, F.c.a., 
F.T.LI. 

March 18 : Methods of Costing. By Mr. H. W. 
Broad, A.s.A.A. . Records in Use in Costing 
Systems. By Mr. H. W. Broad, A.s.a.a. 

March 19: Computing Income Tax Assess- 
ments Under Schedule D. By Mr. H. A. R. J. 
Wilson, F.C.A., F.S.A.A. Some Notes on 
Schedules A, B, C and E. By Mr. H. A.R. J. 
Wilson, F.c.A., F.8.A.A. Law of Contract— 
Contractual Obligations. By Mr. O. 
Griffiths, M.A., LL.B., Barrister-at-Law. 
Trustees. By Mr. O. Griffiths, M.a., Lu.B., 


Barrister-at-Law. Liquidations. By fr. 
O. Griffiths, M.A., LL.B., Barrister-at-Law, 
March 20: Law of Receivership. By “tr. 
T. W. South, M.A., Barrister-at-Law, 


Companies Act, 1948—Exempt Private Com. - 


panies and Company Meetings. By Mr. T. 
W. South, m.a., Barrister-at-Law. Exm- 
ination Points in Executorship Accounts. By 
Mr. J. A. Jackson, F.C.A., F.S.A.A. Exam- 
ination Points in Executorship Law. By Mr. 
J. A. Jackson, F.C.A., F.S.A.A. Investigations. 
By Mr. A. C. Simmonds, F.s.A.A. 


FINAL COURSE—APRIL 14-20, 1951 


April 14: Methods of Book-keeping and 
Accounting. By Mr. J. D. Nightingirl, 
A.S.A.A. . 


April 15: Profits Tax. By Mr. T. L. A, 
Graham, A.s.A.A. Capital Allowances. By 
Mr. T. L. A. Graham, A.s.A.A. 

April 16: Notes and Case Law on Verifying 
Balance Sheet Items. By Mr. W. W. Bigg, 
F.C.A., F.S.A.A. Auditing Provisions of the 
1948 Companies Act. By Mr. W. W. Bigg, 
F.C.A., F.S.A.A. The Combination of Costing 
and Financial Records. By Mr. H. W. 
Broad, A.s.A.A. Finding the Cost of a Unit. 
By Mr. H. W. Broad, A.s.aA.a. Amalgama- 
tions—Branch Accounts. By Mr. R. Glynne 
Williams, F.c.A., F.T.1.1. 

April 17 : Legal Points in Partnership. By Mr. 
R. Glynne Williams, F.c.A.,_ F.T.L1L 
Accounting Points in Partnership. By Mr. 
R. Glynne Williams, F.c.A., F.T.1.1. Law 
of Receivership. By Mr. T. W. South, m.a., 
Barrister-at-Law. | Companies—Formation, 
Annual Formalities, Stock Exchange Quotation 


Regulations. By Mr. T. W. South, m.a., 


Barrister-at-Law. Trustees. By Mr. T. W. 
South, m.a., Barrister-at-Law. 

April 18 : Computing Income Tax Assessments 
Under Schedule D. By Mr. H. A. R. J. 
Wilson, F.c.A., F.S.A.A. Some Notes on 
Schedules A, B,C and E. By Mr. H. A. R. J. 
Wilson, F.c.A., F.S.A.A. Law of Contract. 
By Mr. O. Griffiths, M.A., LL.B., Barrister- 
at-Law.  Liquidations. By Mr. O. 
Griffiths, M.A., LL.B., Barrister-at-Law. 
Bankruptcy. By Mr. O. Griffiths, m.a., 
LL.B., Barrister-at-Law. 

April 19: Investigations. By Mr. A. C. 
Simmonds, F.s.A.A. International Finance 

with Particular Reference to the United 
Kingdom. By Mr. L. T. Little, B.sc. (ECoN.). 
Accounting Points in Executorship. By Mr. 
A. E. Langton, LL.B., F.C.A., F.S.A.A. 
Some Legal Points in Executorship. By Mr. 
A. E. Langton, LL.B., F.C.A., F.8,A.A. The 
Law as Applying to Group Accounts. By Mr. 
A. E, Langton, LL.B., F.C.A., F.S.A.A. 


The cost per head at each course will be 
£6 10s. This includes food, accommodation, 
lectures and transport to and from Berkham- 
sted station. Among the many facilities 
which Ashridge College offers are an excel- 
lent library, lecture hall and comfortable 
bedrooms. Tennis courts and Association 
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and Rugby football pitches are available for 
reci cation. 

Examination candidates are reminded 
that these courses are open to students from 
all parts of the United Kingdom. The 
necessary application forms may be obtained 
from honorary secretaries of district societies 
or from Incorporated Accountants’ Hall. 
It is probable that both courses will be well 
supported and, therefore, it is requested that 
applications are made as soon as possible, 
but certainly not later than Saturday, 
February 3. Applications from candidates 
who are sitting for the Intermediate or 
Final Examinations in May, 1951, will 
receive priority ; all other applications will 
be dealt with strictly in order of receipt at 
this office. 


HULL DISTRICT SOCIETY 
STUDENTS’ SECTION 


SyLiaBus OF LECTURES, 1951 
Meetings to be held at the Church Institute, 

Albion Street, Hull, at 6.15 p.m. Senior 

members are invited. 

January 19 : Students’ Ten Minute Papers. 
Prizes for the best papers will be awarded 
from the A. H. Crumpton Prize Fund. 

February 2 : “ Local Government Finance,” 
by Mr. C. H. Pollard, 0.8.£., F.s.A.A. 

February 16: “ Partnership Law, Accounts 
and Taxation,” by Mr. A. E. Langton, 
LL.B. F.C.A., F.S.A.A. 

March 16: “ Company Law—Proxies, 
Notices and the Annual General Meet- 
ing.” (Lecturer to be notified later.) 

April —: Joint Meeting. (Further infor- 
mation to be supplied later.) 

April 20: “‘ Current Financial Problems,” 
by Mr. C. L. Lawton, M.sc.(EcoN.), 
Barrister-at-Law. 

March go to April 1 : Week-end Residen- 
tial Course at the Hull University 
College. 


EXAMINATIONS 


Tue Socrety’s May, 1951, EXAMINATIONS 
will be held on the following dates : 
Final: May 1, 2 and 3, 1951. 
Intermediate : May 2 and 3, 1951. 
Preliminary : May 1 and 2, 1951. 
The centres will be Belfast, Birmingham, 


Cardiff, Dublin, Glasgow, Leeds, Liverpool, . 


London, Manchester and Newcastle-upon- 
Tyne. 

Completed applications, together with all 
the relevant supporting documents and the 
fe (Final £5 5s., Intermediate £4 4s., 
Preliminary £3 3s.), must reach the Secre- 
lary, Incorporated Accountants’ Hall, 


Temple Place, Victoria Embankment, 
London, W.C.2, not later than Monday, 
March 19, 1951. 
Candidates are asked to obtain applica- 
tion forms from the Honorary Secretary of 
_their Branch or District Society. 


COUNCIL MEETING 


NOVEMBER 30, 1950 

Present : Mr. A. STUART ALLEN (PRESIDENT), 
Mr. C. Percy Barrowcliff (Vice-President), 
Mr. Edward Baldry, Mr. R. Wilson Bartlett, 
Mr. R. M. Branson, Mr. F. Sewell Bray, 
Mr. Andrew Brodie, Mr. Henry Brown, 
Mr. A. H. Edwards, Mr. E. Cassleton 
Elliott, Mr. A. Hannah, Mr. L. C. Hawkins, 
Mr. C. A. G. Hewson, Mr. W. H. Higgin- 
botham, Mr. Walter Holman, Mr. H. O. 
Johnson, Sir Thomas Keens, Mr. W. H. 
Marsden, Mr. A. E. Middleton, Mr. 
Bertram Nelson, Mr. T. H. Nicholson, Mr. 
T. Harold Platts, Mr. F. A. Prior, Mr. 
P. G. S. Ritchie, Mr. Percy Toothill, Mr. 
Richard A. Witty, and the Secretary and 
Deputy Secretary. 

A welcome was extended to Mr. W. H. 
Higginbotham, who took his seat on the 
Council for the first time. 

The President offered the congratulations 
of the Council to Sir Frederick Alban upon 
his appointment as a member of the Iron 
and Steel Arbitration Tribunal. 


REPORTS OF COMMITTEES 


Reports were received of recent meetings of 
the Finance and General Purposes, Hall, 
Dublin Conference, Disciplinary, Parlia- 
mentary, District Societies, Applications 
and Examination and Membership Com- 
mittees and of the Board of Examiners. 

The Council also received the minutes of 
recent meetings of the committees of the 
South African Branches. 


The Council considered applications for 
advancement to Fellowship, for admission 
to membership of the Society, and for 
registration as members in retirement. 


RESIGNATIONS 


A report was received of the resignations of : 
Mr. John Alfred Corben (Fellow), Bourne- 
mouth; Mr. Walter Dudbridge (Associate), 


' West Worthing; Mr. Edward Longworth, 


(Associate), Manchester ; Mr. Francis 
Richard Lonsdale (Fellow), Lytham St. 
Annes ; Mr. Henry Walter Prince (Associ- 
ate), London. : 


DEATHS 


The Council received with regret a report of 
the death of each of the following members : 


' PEcKHAM, 


Barnes, Bernard, c.s., M.c. (Fellow), Lon- 
don; Cavill, James Arthur (Associate), 
Manchester; Chadwick, Hubert Knowles 
(Associate), Manchester; Cherry, Roger 
Hope (Associate), Blandford; Chisholm, 
Douglas Scott (Associate), Cardiff; Day, 
Harold John Terrett, m.a. (Fellow), Bir- 
mingham; Douglas, Hugh Dow (Associate), 
Pinner; Johnson, Clifford (Associate), 
Ewell; Monro, Alexander James (Fellow), 
London; Rose, Thomas William (Fellow), 
Goring-by-Sea; Sharman, Gilbert Pryor 
(Fellow), Sheffield; Thurston, Ernest (Asso- 
ciate), London; White, Percival, m.s.r. 
(Fellow), Plymouth; Wright, Alfred (Fel- 
low), Haywards Heath. 


MEMBERSHIP 


The following promotions in, and addi- 
tions to, the membership of the Society have 
been completed during the period Septem- 
ber 12 to December 11, 1950. 


ASSOCIATES TO FELLOWS 


Asan, Vivian Frederick (Alban & Lamb), 


Newport, Mon. Bent.ey, Frank Stansfield 
(Prior @& Palmer), Nottingham. Berks, 
Joseph (Davis, Berks & Co.), London. 
Birkett, Sidney James (Birkett, Boughey & 
Co.), London. Bock, Francis Cyril, Accoun- 
tant Member, Commonwealth Taxation 
Board of Review, Sydney. Brarne, William 
John (W. H. Payne & Co.), London. Brown, 
Frederick Thursfield (E. T. Brown & Co.), 
Wolverhampton. Davip, Thomas Carstairs 
Sinclair (Peat, Marwick, Mitchell & Co.), 
Johannesburg. Dye, William Stacey (W. T. 
Walton & Son), Liverpool. Eaves, Gilbert 
Hamer (Harry L. Price & Co.), Manchester. 
FREEMAN, Francis Walter (Wilkinson & 
Freeman), Preston. Game, William Henry, 
London. Gatwarp, Owen Bradly (W. H. 
Payne & Co.), London. Hart, Col. Norman 
Basset, O.B.E., T.D., M.A., LL.B. (Stephenson, 
Smart & Co.), Brigg. Heaton, James 
Stanley (Bottomley @& Smith), Keighley. 
Hockey, Stanley George (Alban & Lamb), 
Newport, Mon. Hossain, Mirza Moham- 
mad, B.A., Dacca. Hustwicx, Laurence 
William (Wade Hustwick & Sons), Bradford. 
Know gs, Ernest Andrew (E. A. Knowles & 
Co.), Manchester. Mason, Langton Geof- 
frey (Burston, Dimmock @ Mason), Bridg- 
water. Mun-Gavin, Colin Ivor (Compton & 
Horne), Durban. Murre.us, Frederick 
Stanley Baynes (Milton, Murrells @& Co.), 
Tunbridge Wells. Nurratt, Thomas 
Victor, Newark-on-Trent. Paur, Arthur 
John (A. 7. Paul & Co.), Redruth. Payne, 
Frank Worthy, City Treasurer, Bath. 
Edward Thomas (Smallfield, 
Fitzhugh, Tillett & Co.), London. Prior, 
Ralph Frederick (Prior @ Palmer), Not- 
tingham. SANDLER, Kalie, B.A., B.COM., 
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Cape Town. Taytor, Edward Allen (Hilton, 
Sharpe & Clarke), Horsham. Truscort, 
Denis Guy (Pawley @& Malyon), London. 
Wetuerrietp, Arthur Henry (L. dH. 
Findlay ©& (Co.), London. Wi kINson, 
Donald Wesley (Wilkinson @ Freeman), 
Preston. Wituiams, Bernard Augustus, 


Borough Treasurer, Bexleyheath. 


ASSOCIATES 


Baker, Harold Feldon (Baker & Co.), 
Northampton. Baker, Philip Hervey, 
Squadron Leader, R.A.F., Secretarial 
Branch, Royal Air Force, Uxbridge. Biccs, 
Leonard Ralph, with Arthur Daniels & Co., 
Southsea. BLAKEMORE, Geoffrey, with J. 
Wild & Co., Radcliffe. Browne, Gerald 
Leigh, with V. J. Wells, King & McDonald, 
Johannesburg. Corrin, John Bowes (Baker 
& (Co.), Northampton. Cousins, Alec 
Thomas, with Jacob & Haynes, London. 
Do.umore, Claude Theodore, with Albert 
VV. Hussey & Co., London. Epccumse, 
Stanley (Whitmarsh, Kitchen & Co.), Truro. 
FanninG, Noel, with W. A. Deevy & Co., 
Waterford. Fos, Norman Sidney, with 
A. E. Quaife & Gower, London. Frirn, 
James (John Tonge G Johnson), Manchester. 
Fritu, Thomas William, with Thomas 
May & Co., Leicester. GARLAND, Leonard 
Frederick, with H. W. Garland & Co., 
Belfast. GrirrirH, Jack Vaughan (ohn 
Collier & Co.), Manchester. Hanps, Harry 
Frederick (Hands & Shore), Cape Town. 
Harrison, Brian Crawford, with Goldby, 
Panchaud & Webber, Johannesburg. 
Hicuwoop, John Gordon (Gill & Johnson), 
Nairobi. Hopwoop, Campbell, with S. E. 
Cottam & Son, Manchester. JOHNSON, 
Cyril Stanley, with Deloitte, Plender, 
Griffiths & Co., London. Knicuts, Claude 
William, with Peat, Marwick, Mitchell & 
Co., Nottingham. Markus, Hugh Brian, 
B.sc., formerly with H. Fink, London. 
Morris, David Stanley, with Martin, 
Farlow & Co., London. Myers, Frank 
Hanson William, with Frank Myers, 
Wetherby. Noyce, Michael John, with W. 
Murray Smith & Berend, Durban. Perry, 
William Robert, with Thomas Eaves & Co., 
Liverpool. PHELAN, John Raymond, 
formerly with Purtill & Co., Dublin. 
Pucker, Antony John, with Walter 
Hinton & Pulker, Cape Town. Repsron, 
Douglas Arthur, with Deloitte, Plender, 
Griffiths & Co., London. SHarp, Charles 
Gordon (Peat, Marwick, Mitchell & Co.), 
Johannesburg. SKINNER, Napier Leland 
Craven, formerly with Alex. Aiken & Carter, 
Johannesburg. Strive, Leonard Railton, 
formerly with Whiteley Brothers, Johannes- 
burg. Trove, Peter Gustave Arthur, with 
Deloitte, Plender, Griffiths, Annan & Co., 
Johannesburg. WAaALkpEN, John Wilson 
(Baker & Co.), Northampton. WHITEHEAD, 
Arthur, B.com., with Ralph Holmes & Co., 
Leeds. 
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PERSONAL NOTES 


Mr. R. Thornton, .s.A.A., has com- 
menced public practice under the style of 
Thornton & Co., Incorporated Accountants, 
at 22, Ventnor Gardens, Low Fell, Gates- 
head, 9, Co. Durham.. 

Mr. Festus Moffat, 0.8.£., J.P., F.S.A.A., 
has been appointed an Honorary Sheriff- 
Substitute at Falkirk. Mr. Moffat, who is a 
Vice-President of the Scottish Institute of 
Accountants, the Scottish Branch of the 
Society, is senior partner of the firm of 
Festus Moffat & Co., Falkirk. He is also 
secretary to the Forth Valley Industrial 
Development Council. He was formerly a 
magistrate and Hon. Treasurer of the Burgh 
of Falkirk. 

Mr. J. G. Hugall, a.s.a.a., Secretary of 
William Doxford & Sons, Ltd., shipbuilders 
and marine engineers, Sunderland, has been 
appointed a director of the company. 

Mr. V. A. Calverley, F.c.A., A.S.A.A., 
London, advises that the practice hitherto 
carried on by him under the style of 
Alfred S. Robbins will in future be carried 
on under the style of Robbins, Calverley 
and Co. 

Mr. W. R. Syer, Incorporated Accoun- 
tant, has commenced public practice under 
the firm name of Syer & Co., at 147-149, 
Cannon Street, London, E.C.4. 

Mr. M. Rodin, A.s.A.A., is now practising 
under the style of Rodin, Moss & Co., 
Incorporated Accountants, at 64, Finsbury 
Pavement, London, E.C.2. He retains in 
addition his partnership in Messrs. S. & M. 
Rodin. 

The partners of Turquand, Youngs, 
McAuliffe & Co. announce that as from 
January 1, 1951, the firm name has reverted 
to the style of Turquand, Youngs & Co., and 
it is their intention that the same style shall 
be used by their overseas firms in Spain, 
Malta, Gibraltar, the East, Brazil, Argen- 
tina and Uruguay. The associated firm in 
Australia will be known as Fuller King, 
Turquand, Youngs & Co. They also 
announce that they have opened an office at 
Electricity House, Bristol, and have 
appointed as local partner Mr. W. W. Ward, 
A.S.A.A., who has been in the firm’s service 
for many years. This practice will also be 
conducted under the style of Turquand, 
Youngs & Co. 


REMOVALS 


Messrs. Rushworth, Salter & Co., Incor- 
porated Accountants, announce that, owing 
to requisitioning of their premises for 
official purposes, they have removed their 
offices to Bridge House Chambers, Eccles, 
near Manchester. Telephone : Eccles 1605. 

Messrs. Lewis, Hillier & Co., Incorporated 


Accountants, have removed to 79, Marlowes, 
Hemel Hempstead. The firm name has 
been changed to Hillier, Hopkins & Co. 

Mr. Reginald C, Walters, Incorporated 
Accountant, has removed to 4, Oakwood 
Avenue, Henleaze, Bristol. 

Messrs. Crane, Houghton & Crane, 
Incorporated Accountants, advise that their 
offices are now at Clun House, 17, Surrey 
Street, Strand, London, W.C.2. 

Messrs. Wenham Brothers & Co., Char- 
tered Accountants, have transferred their 
offices to Dickens House, 15, Took’s Court, 
Cursitor Street, Chancery Lane, London, 
W.C.2. 

Messrs. Edward Thomas Pearson & Sons, 
Chartered Accountants, have removed to 
13, Eaton Road, Coventry. 


OBITUARY 


Maurice TEMPLE Amos 


We record with great regret the sudden 
death on November 23 of Mr. M. T. Amos, 
F.S.A.A., a partner in Messrs. Temple, 
Gothard & Co., Incorporated Accountants, 
London. Mr. Amos was 46 years of age. He 
had been associated with Messrs. Temple, 
Gothard & Co. since 1920, when he entered 
into articles with the late Mr. C. H. 
Temple, F.s.A.A. He became a member of 
the Society of Incorporated Accountants in 
1925, and was admitted to partnership in 
the firm in 1932. 


STANLEY BLYTHEN 
We have learned with deep regret that 


Mr. Stanley Blythen, 0.B.£., F.C.A., F.S.A.A, 


died suddenly on December 3, at the age of 
58. Mr. Blythen was senior partner in 
Messrs. Stanley Blythen & Co., Notting- 
ham and Long Eaton, and Professor of 
Accountancy in the University of Notting- 
ham. He had been in public practice for 
more than thirty years as a member of both 
the Institute of Chartered Accountants and 
the Society of Incorporated Accountants. 
During the first world war he served as an 
officer in the York and Lancaster Regiment, 
and was mentioned in despatches. His 
subsequent services to the Ministry of 
National Service were recognised by the 
honour of 0.B.£. 

Mr. Blythen was a past President of the 
Nottingham Society of Chartered Accoun- 


- tants and also of Nottingham Reform Club. 


He was chairman of Nottingham Building 
Society and of several companies. As 4 
Freemason he was a Past Master of the 
Carnarvon, Lodge and P.P.G. Sword Bearer 
of the Notts. Provincial Lodge. Golf and 
fishing were among his recreations. 

The funeral service took place on Decem- 
ber 6 at Holy Trinity Church, Nottingham. 
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